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1.  Revenue  from  online  advertising: 
$76,062,000,000 


2.  Revenue  from  Google  Glass,  venture 
capital  investments,  Nest  thermostats, 
smart  contact  lenses,  building-size 
video  screens,  seawater-based  fuel, 
broadband  internet  service,  delivery 
drones,  internet  balloons,  self-driving 
cars,  quadrupedal  all-terrain  robots, 
Wi-Fi  kiosks,  energy-generating  kites, 
the  world’s  most  sophisticated 
artificial  intelligence  software, 
possible  cure  for  death: 
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Budgeting  the  moonshot  factory 


The  Fidelity  Retirement  Score!” 

Another  way  we're  making  retirement  planning  clearer. 

. 

We  introduced  the  Fidelity  Retirement  Score  to  make  it  easy  to  know  where  you  stand. 

But  getting  your  score  is  just  the  beginning.  If  you  move  your  old  401  (k)  to  a 
Fidelity  Rollover  IRA,  you'll  get: 

•  Clear,  transparent  language  to  help  you  understand  your  options 

•  A  one-on-one  assessment  of  your  plan  to  help  you  determine 
what  to  do  next,  and  why 

•  Simple,  straightforward  pricing  with  no  fees  to  open  or  maintain  your  account 

It's  your  retirement.  Know  where  you  stand. 

— ^  o 

If  800. FIDELITY  |  Fidelity.com/score 

Be  sure  to  consider  all  your  available  options,  including  staying  in  plan, 

and  the  applicable  fees  and  features  of  each  before  moving  your  retirement  assets. 

There  is  no  opening  cost  or  annual  fee  for  Fidelity's  traditional,  Roth,  SEP,  and  rollover  IRAs.  A  $50  account  closeout  fee  may  apply.  Fund  investments  held  in  your  account  may  be 
subject  to  management,  low-balance,  and  short-term  trading  fees,  as  described  in  the  offering  materials.  For  all  securities,  see  Fidelity.com/commissions  for  trading  commission  and 
transaction  fee  details.  n 

IMPORTANT:  The  projections  or  other  information  generated  by  the  Fidelity  Retirement  Score  regarding  the  likelihood  of  various  investment  outcomes  are  hypothetical  in 
nature,  do  not  reflect  actual  investment  results,  and  are  not  guarantees  of  future  results.  Results  may  vary  with  each  use  and  over  time. 

The  Fidelity  Retirement  Score  is  a  hypothetical  illustration  and  does  not  represent  your  individual  situation  or  the  investment  results  of  any  particular  investment  or  investment 
strategy,  and  is  not  a  guaranteed  future  results.  Your  score  does  not  consider  the  composition  of  current  savings  and  other  factors. 

Guidance  provided  by  Fidelity  through  the  Fidelity  Retirement  Score  is  educational  in  nature,  is  not  individualized,  and  is  not  intended  to  serve  as  the  primary  basis  for  your 
investment  or  tax-planning  decisions. 

Investing  involves  risk,  including  the  risk  of  loss. 

The  trademarks  and/or  service  marks  appearing  above  are  the  property  of  FMR  LLC  and  may  be  registered. 

Fidelity  Brokerage  Services  LLC,  Member  NYSE,  SIPC.  ©  2016  FMR  LLC.  All  rights  reserved.  773775.15.0 
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“The  story  is  on  Google. 
They’re  pushing  back  on  unprofitable 
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Remarks 


Heavenly 
Tax  Reform 


By  Peter  Coy 


The  House  GOP  has 
an  idea  for  business 
taxes  that  could  win 
bipartisan  support 


The  number  of  tweets  that  President¬ 
elect  Donald  Trump  strings  together  on 
a  topic  seems  to  indicate  its  importance 
to  him.  His  tirade  on  Dec.  4  against  com¬ 
panies  that  move  jobs  overseas  was  an 
impressive  six-tweeter.  “There  will  be  a 
tax  on  our  soon  to  be  strong  border  of 

35%  for  these  companies . wanting  to 

sell  their  product,  cars,  A.C.  units  etc., 
back  across  the  border,”  he  wrote  in  the 
weekend  tweetstorm. 

Trump  is  right  that  the  U.S.  is 
losing  jobs  overseas,  and  he’s  right 
that  the  broken  U.S.  tax  code  is  part 
of  the  problem.  But  even  the  people 
who  should  be  his  closest  allies-top 
Republicans  in  Congress-couldn’t 


stomach  his  solution  of  punitive 
tariffs  on  imports  from  selected  com¬ 
panies.  “I  think  there’s  other  ways  to 
achieve  what  the  president-elect  is 
talking  about,”  House  Majority  Leader 
Kevin  McCarthy  (R-Calif.)  told  report¬ 
ers  the  next  day.  “I  don’t  want  to  get 
into  some  type  of  trade  war.”  Another 
House  Republican,  Justin  Amash  of 
Michigan,  issued  his  own  tweet:  “This 
would  be  a  35%  tax  on  all  Americans-a 
tax  that  especially  hurts  low-income 
families.  Maybe  the  slogan  should  be 
#MakeAmericaVenezuela.” 

There’s  a  better  way  for  a  Republican 
president,  and  it  happens  to  be  called  A 
Better  Way.  It’s  the  House  Republicans’ 


agenda,  encapsulated  in  red-white-and- 
blue  handouts  that  Speaker  Paul  Ryan 
(Wis.)  brandishes  whenever  he  gets  near 
a  microphone.  The  provisions  on  busi¬ 
ness  taxation  in  A  Better  Way  would  go  a 
long  way  toward  promoting  investment 
and  jobs  in  the  U.S.-by  getting  the  basic 
incentives  right  rather  than  through 
Trumpian  threats  and  cajolements.  And 
guess  what?  The  core  idea  in  the  GOP 
plan-something  called  a  destination- 
based  cash-flow  tax-is  bipartisan.  A 
version  was  promoted  in  2010  by  a 
Democratic  think  tank,  the  Center  for 
American  Progress. 

The  clean  little  secret  about  tax 
policy  is  that  it’s  not  inherently  politi¬ 
cal.  Republicans  and  Democrats  do  dis¬ 
agree  about  how  much  revenue  the  tax 
code  should  raise,  but  that’s  really  a 
difference  of  opinion  over  how  big  gov¬ 
ernment  should  be.  They  also  have  dif¬ 
ferent  ideas  about  soaking  the  rich.  But 
there’s  a  surprising  amount  of  agree¬ 
ment  on  the  technical  issue  of  how  to 
raise  any  given  sum  of  money  while 
minimizing  distortions  of  incentives  to 
work  and  invest.  Think  of  taxation  as 
the  engine  of  government;  there’s  not  a 
Democratic  or  a  Republican  way  to  fix 
a  car  with  cracked  pistons. 

“The  current  system  has  flaws  that 
don’t  make  sense  under  any  perspec¬ 
tive,”  says  Alan  Viard,  a  resident  scholar 
at  the  conservative-leaning  American 
Enterprise  Institute.  A  basic  rule  of  tax¬ 
ation  is  that  a  low  tax  rate  on  a  broad 
base  of  income  is  less  distorting-i.e., 
more  efficient-than  a  high  tax  rate  on 
a  small  base.  The  U.S.  breaks  that  rule. 
It  has  one  of  the  world’s  highest  corpo¬ 
rate  income  tax  rates,  35  percent,  but  it 
raises  less  money  from  it  as  a  share  of 
gross  domestic  product  than  the  average 
of  the  35  mostly  rich  countries  in  the 
Organization  for  Economic  Cooperation 
and  Development.  U.S.  businesses  have 
found  ways  to  avoid  taxes  by  shifting 
operations  or  headquarters  abroad  or 
by  organizing  into  entities  that  aren’t 
subject  to  the  corporate  levy. 

The  U.S.  is  also  one  of  the  few  coun¬ 
tries  that  attempt  to  tax  domestic  com¬ 
panies  on  their  worldwide  profits.  It 
taxes  profits  made  overseas  only  when 
they’re  brought  home,  which  induces 
companies  to  keep  more  than  $2  trillion 
stashed  abroad.  The  House  GOP  plan 
doesn’t  just  cut  the  rate  on  the  corpo¬ 
rate  income  tax-which  would  leave  the 
flawed  structure  in  place-it  repeals  it 
outright.  Companies  would  be  allowed 
to  deduct  the  full  cost  of  new  equip¬ 
ment,  software,  or  structures  in  the 


year  they  were  purchased,  rather  than 
bit  by  bit  as  they  depreciate.  Because  it 
taxes  based  on  receipts  and  outlays  as 
they  occur,  economists  term  it  a  cash¬ 
flow  tax.  The  Better  Way  plan  ends 
preferential  tax  treatment  for  interest 
payments,  an  old  but  unwise  policy 
that  induces  companies  to  take  on  debt. 
And  it  brings  the  U.S.  in  line  with  the 
rest  of  the  world  by  applying  the  tax 
territorially.  Imports  are  taxed;  exports 
aren’t.  That’s  fair  to  trading  partners: 
Imports  face  about  the  same  tax  treat¬ 
ment  as  domestic  products.  And  while 
exports  aren’t  taxed  by  the  U.S.,  they 
can  be-and  probably  are-taxed  by  the 
receiving  country.  (One  snag:  While 
economists  judge  the  tax  to  be  equi¬ 
table,  lawyers  at  the  World  Trade 
Organization  may  feel  differently.) 

A  hidden  beauty  of  the  Better  Way 
approach  is  that  the  U.S.  would  keep 
more  jobs  at  home  without  racing  to  the 
bottom  of  corporate  tax  rates  (chart). 
The  tax  would  be  immune  to  most  strat¬ 
egies  that  minimize  U.S.  earnings,  such 
as  assigning  patents  to  subsidiaries  in 
low-tax  j  urisdictions . 

In  fact,  the  unavoidability  of  the 
new  tax  raises  the  question  of  why  the 
House  is  setting  its  target  rate  for  it  at 
just  20  percent,  thus  losing  revenue  that 
could  go  toward  shrinking  budget  defi¬ 
cits.  “Because  you  eliminate  all  those 
disincentives  you  can  afford  a  higher 
rate,”  says  the  American  Enterprise 
Institute’s  Viard.  “The  20  percent  is 
really  very  low.” 

Business  groups  are  enthusiastic  that 
corporate  tax  reform  finally  has  a  shot  at 
happening  now  that  a  single  party  con¬ 
trols  the  White  House  and  Congress.  “It 
may  have  been  viewed  as  a  dead  horse, 
but  that  horse  is  alive  and  well  and  ready 
to  run,”  Business  Roundtable  President 
John  Engler  told  reporters  on  Dec.  6. 

Trump  hasn’t  fully  bought  into  the 
House  plan.  He  once  wrote  in  a  Wall 
Street  Journal  op-ed  that  President 
Reagan’s  1986  tax  reform  act,  a  touch¬ 
stone  for  today’s  conservatives,  was 
“one  of  the  worst  ideas  in  recent  history.” 
That’s  because  it  got  rid  of  real  estate  tax 
shelters  he  benefited  from.  Trump  hasn’t 
embraced  the  House  idea  of  banning  the 
deductibility  of  interest  payments-no 
surprise  for  someone  who  has  called 
himself  the  king  of  debt. 

Then  again.  Trump  may  let 
Congress  take  the  lead  on  tax  reform. 
His  own  plan  for  business  taxes  has 
gone  through  changes  and  currently 
consists-publicly,  at  least-of  just  six 
brief  paragraphs  on  the  campaign 
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website.  In  a  sign  of  the  looseness  of 
Trump’s  approach.  Secretary  of  the 
Treasury  designate  Steven  Mnuchin 
has  told  reporters  that  in  the  individual 
tax  plan  “there  will  be  no  absolute  tax 
cut  for  the  upper  class”-even  though 
the  plan  Trump  announced  definitely 
would  cut  taxes  on  the  rich. 

Goldman  Sachs  economists  predicted 
in  a  Dec.  3  research  note  that  the  corpo¬ 
rate  tax  rate  will  fall  to  25  percent,  rather 
than  the  House’s  20  percent  or  Trump’s 
15  percent.  Congress  will  allow  full  first- 
year  expensing  of  capital  spending,  but 
it  will  only  partially  repeal  deductibil¬ 
ity  of  interest,  they  say.  And  it  proba¬ 
bly  won’t  shift  to  a  destination-based 
system  that  taxes  imports  and  exempts 
exports,  they  write,  partly  because 
it’s  “a  novel  concept  that... may  make 
many  lawmakers  nervous  about  unin¬ 
tended  consequences.”  Sure  enough. 
Representative  Charles  Boustany,  a 
Louisiana  Republican,  told  Bloomberg 
BNA  that  small  businesses  that  depend 
on  imports  “are  at  risk,  and  we  have  to 
understand  the  implications.” 

The  U.S.  business  tax  system  is  so 
broken  that  even  partial  reform  would 
be  welcome.  But  it  won’t  come  easy. 
Each  choice  in  the  tax  code  involves 
trade-offs  and  changes  the  calculus  of 
winners  and  losers.  Responsible  pres¬ 
idential  involvement  will  be  vital. 
This  isn’t  a  topic  that  lends  itself  to 
tweetstorms.  ©  — With  Sahil  Kapur  and 
KaustuvBasu 
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The  Best  Path  to  Brexit 
Is  Painful  for  Both  Sides 

A  transitional  deal  is  needed,  because  two 
years  isn’t  enough  for  a  final  pact 


Britain  will  begin  talking  to  the  European  Union  about  its 
impending  divorce  when  Prime  Minister  Theresa  May  for¬ 
mally  starts  the  process-by  the  end  of  March,  she  says.  And 
while  the  substance  of  those  negotiations  is  unclear,  their  length 
isn’t:  two  years,  which  isn’t  nearly  enough  time. 

Britain  and  the  EU  need  a  transitional  deal-a  temporary 
agreement  that  can  stand  for  as  long  as  it  takes  to  work  out  a  com¬ 
prehensive  pact.  Many  supporters  of  Brexit  are  against  the  idea. 

They’re  wrong,  and  May  needs  to  say  so. 

It  took  Canada  and  the  EU  seven  years  to  negotiate  the  rela¬ 
tively  simple  Comprehensive  Economic  and  Trade  Agreement. 
A  deal  with  Britain  should  be  both  broader  and  deeper,  and 
agreeing  to  terms  will  take  time.  If  nothing  is  signed  by 
March  2019,  Britain  will  lose  its  EU  trading  preferences  at  a 
stroke.  This  would  be  hugely  disruptive  not  just  for  Britain 
but  for  the  EU. 

A  smoother  transition  ought  to  be  possible.  Least  disrup¬ 
tive  would  be  something  like  the  Norway  model.  Norway  is 
a  member  of  the  EU’s  single  market  but  not  the  union,  and 
it  makes  budget  contributions  and  accepts  freedom  of  move¬ 
ment.  It  has  no  say  in  EU  policymaking  and,  in  effect,  adheres 
to  the  rulings  of  the  European  Court  of  Justice.  A  tempo¬ 
rary  deal  of  this  kind  for  Britain  would  all  but  eliminate  eco¬ 
nomic  disruption. 

The  idea  horrifies  many  Brexit  advocates.  They’d  see  such 
a  temporary  deal  as  a  barely  disguised  attempt  to  reverse  the 
referendum  decision  and  accuse  May  of  breaking  her  word 
that  “Brexit  means  Brexit.”  And  they’d  be  absolutely  right-if 
the  arrangement  were  intended  to  be  permanent. 

To  be  clear,  the  Norway  model  or  something  like  it  is  worse 
than  ordinary  EU  membership  from  a  Brexit  advocate’s  point 
of  view-combining  the  main  political  drawbacks  (free  move¬ 
ment,  budget  outlays,  and  the  ECJ’s  writ)  without  the  benefit  of 
a  say  in  policymaking.  Yet  that’s  precisely  why  nobody  would 
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see  it  as  the  final  outcome.  The  defects  are  so  glaring  they  all 
but  guarantee  the  deal  would  be  temporary-not  a  draft  of  the 
final  settlement  but  merely  a  way  to  negotiate  without  the  pres¬ 
sure  of  an  unduly  tight  deadline. 

For  that  very  reason,  many  in  the  EU  will  join  Brexit  advo¬ 
cates  in  resisting  a  transitional  deal.  They  think  it  would  make 
Brexit  too  easy.  A  suggestion  for  those  who  want  it  to  hurt: 
Dwell  on  the  benefits  of  an  orderly  separation  for  the  rest  of 
the  EU  and  take  note  of  the  displeasure  of  many  in  the  Brexit 
camp.  Accept  their  squeals  as  proof  that  a  price  has  been  paid. 

A  transitional  deal  asks  a  lot  of  May.  The  idea  won’t  sell  itself, 
either  at  home  or  with  the  EU.  Yet  it  ought  to  be  an  accept¬ 
able  outcome  all  around-and  without  doubt,  it’s  better  than 
the  alternative. 


A  Cabinet  Pick  Who’s 
Bad  for  Climate  Policy 

Ben  Carson  must  acknowledge  the  threat 
global  warming  poses  to  American  homes 


Donald  Trump  wants  a  person  who  has  expressly  refused  to 
believe  in  climate  change  to  run  a  federal  agency  that  plays  a  big 
part  in  U.S.  climate  policy.  It’s  not  the  Environmental  Protection 
Agency  or  the  Department  of  Energy;  it’s  the  Department  of 
Housing  and  Urban  Development. 

Trump’s  choice  to  lead  HUD  is  former  presidential  hopeful 
Ben  Carson,  who  says  there’s  no  good  evidence  that  global  tem¬ 
peratures  are  rising-a  view  that  only  14  percent  of  Americans 
share.  While  much  of  the  climate  debate  has  been  about  how 
to  reduce  greenhouse  gas  emissions,  a  separate  effort-led 
by  HUD-is  under  way  to  protect  Americans  from  the  conse¬ 
quences  of  those  emissions:  more  frequent  and  extreme  hur¬ 
ricanes,  floods,  and  other  severe  weather  events. 

After  Superstorm  Sandy,  Congress  gave  the  agency  $1  billion 
for  grants  to  cities  and  states  to  carry  out  innovative  ideas  for 
reducing  storm  damage.  HUD  has  also  proposed  two  essential 
requirements-that  any  new  construction  backed  by  the  Federal 
Housing  Administration  meet  tougher  flood-proofing  standards 
and  that  cities  and  states  applying  for  HUD  grants  plan  for  the 
effects  of  climate  change  on  low-income  households. 

What’s  more,  HUD  is  directly  responsible  for  the  country’s 
1.1  million  public-housing  units,  which  are  disproportionately 
exposed  to  the  effects  of  climate  change.  An  increasing  number 
of  those  units  are  being  lost  to  extreme  weather,  exacerbat¬ 
ing  the  already  severe  lack  of  affordable  housing  nationwide. 
This  is  something  the  next  HUD  secretary  will  urgently  need 
to  address. 

That  was  already  going  to  be  challenging;  the  appointment 
of  a  climate-change  denier  would  make  it  harder.  Democrats 
in  Congress  should  use  Carson’s  confirmation  hearings  to  air 
his  views  on  climate  science  and  make  sure  he  appreciates  the 
importance  of  HUD’s  climate  policies.  © 
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,  A  St^ndiftg  Rock 
Sioux's  tribal 
chairman  asked 
protesters  camped 
near  the  site  of  the 
Dakota  Access  oil 
pipeline  to  return 
to  their  homes  after 
the  U.S.  Army  Corps 
of  Engineers 
refused  to  grant 
a  requested 
easement, 
suggesting  further 
environmental 
review  is  needed. 


Ups 


▲  President  elect  Donald  Trump 

tapped  onetime  rival  Ben  Carson 
to  lead  the  Department  of  Housing 
and  Urban  Development.  Oklahoma 
Attorney  General  E.  Scott  Pruitt  was 
picked  to  head  the  Environmental 
Protection  Agency. 


▲  The  U.S. 

Supreme  Court 
reversed  an  almost 

$400m 

verdict  against 
Samsung  for 
infringing  on  Apple's 
iPhone  patents  and 

sent  the  case  back 
to  the  appeals  court 

to  figure  out  what 
the  correct  damages 
should  be. 


A  Microsoft  won 
EU  approval  for  its 
$26  billion  bid  to  buy 
Linkedln 

after  it  agreed 
not  to  shut 
rival  social 
networks  out 
of  some  of 
its  software 


programs,  including 
PowerPoint  and  Excel. 


A  Prosecutors  gained  an 
edge  in  the  fight  against 
insider  trading  after  the 
U.S.  Supreme  Court  ruled 
that  tips 


A  Shares  in  Credit 
Suisse  rose  after 
CEO  Tidjane  Thiam 
pledged  to  cut  an 
additional 


in  expenses. 


passed  to 
family  and 
friends  as 
gifts  can  be 
crimes. 


Verizon 
Communications  sells 
29  data  centers  to 
Equinix 

$3.6b 


Liberty  Mutual  will  buy 
Ironshore  from  Chinese 
conglomerate  Fosun 
International 


A  Amazon.com  began  testing  its  first  physical 
store  in  Seattle  as  a  cashless  operation. 

Employees  can  shop  there  now;  it  will  open  to  the 

1  1  \o  \  \ 

puunu  eany  next 

year.  Purchases 
are  tallied  by 
an  app  and 
a  network  of 

cameras. 

AUnder  Armour  signed  a  10-year  deal  to  make  ^1 
uniforms  for  Major  League  Baseball,  its  first 
such  contract  with  a  pro  sports  league.  It  will 
split  the  cost,  and  eventual  proceeds,  with 

Fanatics,  a  retailer  specializing  in  licensed 
sports  merchandise. 

GoDaddy  will  acquire 
web  platform  Host 
Europe  Group 


U.S.  factory  orders 
rose  in  October  at 
their  fastest  pace  in 
16  months 

2.7% 


“Cancel  order!” 

▼  President-elect  Donald  Trump  tweeted  about  plans  for  two 

new  Air  Force  One  747s  from  Boeing. 


▼  JPMorgan  CEO  Jamie  Dimon 
said  customer  acquisition  costs  for 
the  bank’s  Chase  Sapphire  Reserve 
credit  card  will  reduce  profit  by  up  to 

$300m 

Applicants  were  granted  $1,500 
worth  of  rewards  points  in 

exchange 


EU  antitrust  regulators 
fined  JPMorgan  Chase, 
HSBC,  and  Credit 
Agricole  for  trying  to  rig 
the  Euribor  benchmark 

$521  m 


for  a  $450 
annual  fee. 


▼  Pope  Francis 
scolded  fake  news 
outlets,  telling  a 
weekly  Catholic 
publication  in  Belgium 
that  spreading 
disinformation  was 
“probably  the  greatest 
damage  that  the 
media  can  do.’’ 


T  German 
Chancellor 
Angela  Merkel 
called  for  a 
ban  on  full- 
face  veils, 
such  as  the 
burqa  worn 
by  Muslim 
women,  as  she  accepted  her  party's 
nomination  for  another  four-year 
term.  She  has  come  under  fire  for 
welcoming  1  million  asylum  seekers. 


T  Brett  Gorvy, 
Christie’s  chairman 
and  global  head 
of  postwar  and 
contemporary  art 
and  one  of  the  most 
powerful  art  dealers, 
is  leaving  after 

join  dealer 
Dominique  Levy. 


Bankrupt  American 
Apparel  warned  of 
possible  job  cuts 

3,500 


Chicago's  2016  murder 
total  is  already  the 
highest  since  1999 


▼  Italian  Prime 
Minister  Matteo 
Renzi  tendered  his 
resignation  after 
voters  rejected  his 
proposals  to  change 
the  constitution  and 
make  it  easier  to  pass 
economic  reforms. 


Chipotle  Mexican 
Grill  shares  plunged 
on  Dec.  6  after 
management  said 
customer  service 
had  slipped 

-7.3% 

Hedge  fund  Odey 
European  sees  its 
worst  returns  in 
24  years  as  declines 
so  far  this  year  reach 


T  Drugmaker  Abbott  Laboratories  filed  suit  to  terminate 

its  $5.8  billion  purchase  of  medical 
testing  company  Alere,  citing  setbacks 
since  the  deal  was  signed  in  January. 
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▼NASA  released  an  image  of  a  massive  rift  in  the  Antarctic  Peninsula’s  Larsen  C  ice 

shelf— measuring  70  miles  long,  more  than  300  feet  wide,  and  a  third  of  a  mile  deep- 
captured  during  an  airborne  survey  of  polar  ice.  Ice  shelves  are  floating  parts  of  ice  streams 
and  glaciers  that  buttress  grounded  ice  behind  them.  The  crack  eventually  will  produce  an 
iceberg  roughly  the  size  of  the  state  of  Delaware. 


►  “Beijing  does  not  dictate  who  the  president  of  the  United  States  speaks  to” 


More  than  six  weeks  before  his 
inauguration.  President-elect  Donald 
Trump  is  already  carrying  out  his 
iromise  to  make  U.S.  foreign  policy 
less  predictable,  with  a  series  of  moves 
that  are  keeping  America’s  adversaries, 
is  well  as  its  friends,  off  balance. 

In  the  span  of  a  week.  Trump 
dammed  China  over  currency  and 
trade,  had  an  unprecedented  phone 
:all  with  Taiwan’s  leader,  praised  the 
}hilippine  president’s  violent  war  on 
drugs,  and  promised  to  visit  Pakistan, 
effectively  upending  years  of  foreign 


policy.  Even  when  new  presidents 
want  to  change  direction,  they’re 
usually  careful  to  adhere  to  the  strict 
and  deliberately  stilted  language  of 
diplomacy,  which  exists  to  prevent 
misunderstandings  that  can  lead  to 
unintended  consequences. 

The  president-elect  is  showing  “a 
pretty  dramatic  departure”  from  tra¬ 
ditional  practice,  says  Aaron  David 
Miller,  vice  president  for  new  initia¬ 
tives  at  the  Wilson  Center  and  a  former 
adviser  at  the  State  Department. 
“When  I  look  at  what  appears  to  be  the 


emerging  Trump  foreign  policy,  I  see  a 
lot  of  unpredictability  when  it  comes 
to  process,”  he  says. 

What  most  concerns  some  critics  is 
the  possibility  that  Trump,  who  claimed 
to  know  more  about  Islamic  State  than 
the  Pentagon’s  generals,  may  be  making 
decisions  hastily  or  without  thinking 
about  broader  implications. 

Trump  is  doing  all  this  without 
a  nominee  for  secretary  of  state  to 
advise  him-or  to  explain  his  think¬ 
ing  to  foreign  governments  and  their 
advisers  behind  the  scenes.'  Former 


Massachusetts  Governor  Mitt  Romney 
and  retired  General  David  Petraeus 
have  been  on  a  shortlist  to  serve  as  the 
top  U.S.  diplomat,  but  Trump’s  closest 
advisers  remain  divided  over  the  two 
men.  Other  names  have  emerged,  such 
as  former  Utah  Governor  Jon  Huntsman 
Jr.,  a  Republican  who  was  President 
Obama’s  ambassador  to  China. 

“I’ve  never  seen  anything  like  that 
before,”  Miller  says,  “and  I  worked 
for  half  a  dozen  secretaries  of  state.” 
Trump  signaled  on  Dec.  7  that  he  might 
announce  his  nominee  within  days. 

Some  experts  see  in  Trump’s 
strategy  similarities  to  the  actions 
of  President  Richard  Nixon  and 
Henry  Kissinger,  who  served  as 
Nixon’s  national  security  adviser 
and  secretary  of  state.  They  kept 
other  heads  of  state  guessing  about 
American  intentions. 

“Nixon  toyed  with  the  idea  that  he 
could  affect  international  relations  with 
his  madman  theory,”  says  Nicholas 
Eberstadt,  the  Henry  Wendt  chair  in 
political  economy  at  the  American 
Enterprise  Institute.  “Donald  Trump  is 
in  a  lot  better  position  to  leverage  the 
madman  theory  than  Nixon  was.” 

Trump’s  taking  a  call  from  Taiwanese 
President  Tsai  Ing-wen  on  Dec.  2  ini¬ 
tially  prompted  a  muted  protest  from 
Beijing,  which  sees  the  island  as  its  ter¬ 
ritory.  The  president-elect  escalated 
his  criticism  of  China  two  days  later  on 
'  Twitter:  “Did  China  ask  us  if  it  was  OK 
to  devalue  their  currency  (making  it 
hard  for  our  companies  to  compete), 
heavily  tax  our  products  going  into 
their  country  (the  U.S.  doesn’t  tax 
them)  or  to  build  a  massive  military 
complex  in  the  middle  of  the  South 
China  Sea?  I  don’t  think  so!” 

Lu  Kang,  a  spokesman  for  China’s 
foreign  ministry,  told  reporters  in 
Beijing  on  Dec.  5  that  “we  have  no 
comment  on  what  motivated  the  U.S. 
team  to  make  such  tweets.”  Speaking 
of  Trump,  he  added,  “We  do  not 
comment  on  his  personality.  We  focus 
on  his  policies,  especially  his  policies 
toward  China.” 

Trump  criticized  Obama’s  slow- 
and-steady  approach  when  he  out¬ 
lined  his  foreign  policy  strategy  in 
April.  “We  must  as  a  nation  be  more 


unpredictable,”  Trump  said  in  the 
speech.  “We  are  totally  predictable.  We 
tell  everything.  We’re  sending  troops? 
We  tell  them.  We’re  sending  something 
else?  We  have  a  news  conference.  We 
have  to  be  unpredictable.” 

Vice  President-elect  Mike  Pence 
says  world  leaders  already  are  finding 
Trump’s  candor  a  refreshing  change 
from  timidity  in  U.S.  foreign  policy. 
“There’s  a  great  sense  of  enthusiasm 
and  optimism  around  the  world, 
because  they’re  encountering  in 
President-elect  Donald  Trump  a 
strong  leader  with  broad  shoulders 
who’s  going  to  advance  America’s 
interests,”  Pence  said  on  NBC’s 
Meet  the  Press  on  Dec.  4. 

Trump  adviser  and  former  House 
Speaker  Newt  Gingrich  was  similarly 
unapologetic.  “Beijing  does  not  dictate 
who  the  president  of  the  United  States 
speaks  to,”  Gingrich  said  on  Fox  News’s 
Sunday  Morning  Futures. 

Trump’s  election  last  month  despite 
the  predictions  of  most  pollsters  is  one 
more  sign  of  how  unpredictable  global 
events  are  these  days,  with  populist 
movements  on  the  rise  at  the  expense 
of  traditional  parties.  The  British  vote 
to  leave  the  European  Union  fueled 
huge  swings  in  global  markets,  while 
Italian  Prime  Minister  Matteo  Renzi’s 
bet  that  he  could  push  through  consti¬ 
tutional  changes  failed,  prompting  his 
resignation  on  Dec.  4. 

The  first  sign  that  Trump  is  taking  a 
nontraditional  approach  is  the  list  of 
phone  calls  he’s  had.  He  complimented 
Pakistani  Prime  Minister  Nawaz  Sharif 
on  being  a  “terrific  guy”-according 
to  a  summary  provided  by  Sharif’s 
government-and  promised  to  visit  the 
country.  Obama  never  visited  Pakistan, 
which  has  a  complicated  relationship 
with  the  U.S.  because  of  its  historic 
support  of  the  Afghan  Taliban  and  the 
renewal  of  tensions  with  neighboring 
India  over  the  disputed  Kashmir  region. 

Then  came  a  call  in  which  Trump  ^ 
praised  Philippine  President  Rodrigo 
Duterte  for  his  war  on  drugs,  which  has 
killed  more  than  3,000  people.  He  also 
seemed  to  invite  Duterte-who’s  reached 
out  to  China,  ordered  U.S.  forces  out 
of  the  southern  part  of  his  country, 
and  told  Obama  to  “go  to  hell”-to  visit 
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Washington,  according  to  a  transcript  of 
the  call  from  officials  in  Manila. 

Finally,  there  was  the  phone  call 
with  Taiwan’s  president,  which  vio¬ 
lated  40  years  of  delicate  diplomacy 
designed  to  honor  the  U.S.  commit¬ 
ment  to  “unofficial”  relations  with  the 
island  while  maintaining  diplomatic  ties 
with  China.  Trump  spokesmen  don’t 
think  the  call  was  a  big  deal.  But  the 
foreign  policy  establishment  disagrees. 
“In  dismissing  the  significance  of  this 
exchange,  they  failed  to  recognize  that 
process  and  people  are  policy  when 
you’re  president  of  the  United  States,” 
says  Mira  Rapp-Hooper,  a  senior  fellow 
at  the  Center  for  a  New  American 
Security  and  Asia  policy  coordinator 
for  Hillary  Clinton’s  campaign.  “A 
phone  call  to  interact  with  a  particu¬ 
lar  figure,  especially  of  this  significance, 
is  going  to  be  interpreted  as  policy.” 

— Nick  Wadhams,  with  Kevin  Hamlin 

The  bottom  line  Trump  seems  to  be  turning 
unexpected  actions  and  comments  into  core  parts 
of  his  foreign  policy  approach. 


Governance 


A  Development  Bank 
Stops  Lending  Abroad 


►  Clients  of  Brazil’s  BNDES  got 
mixed  up  in  Operation  Carwash 


►  “We  found  a  series  of  problems 
we  need  to  address” 

The  construction  site  at  the  Dominican 
Republic’s  Punta  Catalina  power 
plant  should  be  booming,  but  work 
has  slowed  to  a  crawl.  The  same  is 
true  an  ocean  away,  at  Angola’s  Lauca 
hydroelectric  dam,  along  a  river  that 
snakes  through  canyons  in  southern 
Africa.  Both  are  casualties  of  an  ambi¬ 
tious  state  lending  program  originat¬ 
ing  in  Brazil  and  indirectly  linked  to 
the  bribery  scandal  that’s  engulfed  the 
state-run  oil  company  Petrobras. 

Since  its  founding  in  1952,  the 
Brazilian  Development  Bank,  known  as 
BNDES,  funded  projects  at  home.  Then 
President  Luiz  Inacio  Lula  da  Silva  ► 
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◄  and  his  successor,  Dilma  Rousseff, 
built  BNDES  into  a  global  lender  on 
a  scale  to  rival  the  World  Bank.  Its 
foreign  investments  promoted  the 
engineering  and  construction  com¬ 
panies  that  built  Brazil:  BNDES  would 
lend  money  to  a  local  or  national  gov¬ 
ernment,  which  would  use  the  money 
to  hire  the  Brazilian  contractors. 
BNDES  grew  to  become  one  of  the 
world’s  biggest  development  banks. 

BNDES  stopped  funding  foreign 
projects  and  making  loans  abroad 
in  May,  but  it  didn’t  announce  the 
temporary  halt  to  the  public  until 
October.  The  decision  followed  a  con¬ 
gressional  inquiry  and  criticism  that 
BNDES  had  made  billions  in  loans 
to  companies  that  would  have  had 
no  trouble  borrowing  from  private 
banks.  Also,  the  corruption  investi¬ 
gation  known  as  Operation  Carwash 
revealed  that  many  of  the  com¬ 
panies  the  bank  had  funded  for 
foreign  projects-including  construc¬ 
tion  giants  Odebrecht  and  Andrade 
Gutierrez-paid  bribes  to  secure 
domestic  contracts  from  Petrobras. 

“We  found  a  series  of  problems  we 
need  to  address,  and  that  requires 
discussion  because  it  affects  activ¬ 
ity,  government,  people,  and  com¬ 
panies,”  says  BNDES  President 
Maria  Silvia  Bastos.  “We’re  working  to 
resolve  this.” 

Bastos  was  appointed  in  May,  amid 
the  impeachment  proceedings  against 
Rousseff.  Known  as  the  Iron  Lady 
from  her  days  running  one  of 
Brazil’s  biggest  steel  companies, 
Bastos  is  shifting  the  bank’s 
focus  to  projects 
that  improve  the 
quality  of  life 
in  Brazil,  such 
as  sewage 
systems. 

The 

bank’s  with¬ 
drawal 
from 
overseas 
projects 
has  left 
25  unfin¬ 
ished  proj¬ 
ects  in  Latin 
America,  the 
Caribbean,  and 
Africa.  Angola’s 
president  said  last 


month  he’s  sending  a  delegation  to 
Brazil  to  seek  resolution.  Angola,  the 
largest  recipient  of  BNDES  funds,  said 
it  tapped  other  funds  for  two  BNDES- 
backed  hydroelectric  plants  amid 
layoffs  and  work  stoppages.  The  gov¬ 
ernor  of  Argentina’s  Chaco  province 
came  in  September  to  plead  his  case 
to  Bastos.  Last  month  he  asked  his 
provincial  legislature  for  approval 
to  seek  funding  elsewhere.  And  the 
Dominican  Republic  in  October 
announced  it  will  issue  as  much  as 
$600  million  in  bonds  to  finish  the 
Punta  Catalina  plant. 

BNDES  has  “no  intention”  to  stop 
supporting  engineering  work  abroad, 
Bastos  says,  but  will  no  longer  finance 
the  majority  of  any  undertaking. 

And  in  the  wake  of  the  bribery  rev¬ 
elations  at  Petrobras,  builders  such 
as  Odebrecht  and  Andrade  Gutierrez 
have  to  sign  compliance  agreements 
that  impose  sanctions  for  impropriety. 
Representatives  of  both  companies 
declined  to  comment  for  this  article. 

No  new  funding  for  engineering  proj¬ 
ects  overseas  will  be  approved  before 
revised  rules  are  issued,  which  prob¬ 
ably  won’t  be  until  the  end  of  2017, 
Leonardo  Pereira,  BNDES’s  superin¬ 
tendent  of  foreign  trade,  told  reporters 
on  Nov.  25.  BNDES  will  resume  payouts 
for  only  some  of  the  projects  abroad 
already  under  way,  he  said. 

“Contracted  projects  need  to  be 
reevaluated  as  fast  as  possible,” 
says  Jose  Augusto  de  Castro,  presi¬ 
dent  of  Brazil’s  foreign  trade  asso¬ 
ciation,  whose  board  of  directors 
includes  executives  from  Odebrecht 
and  Andrade.  “If  something  is  wrong, 
correct  it  and  pay  a  fine.  What  they 
can’t  have  is  a  lack  of  definition.” 

One  project  left  in  limbo  is  Caracas’s 
Metro  Line  5,  a  subway.  On  a  recent 
afternoon  in  Chuao,  a  neighborhood 
in  Venezuela’s  capital  that’s  still  bus¬ 
tling  with  both  private  and  public 
works  despite  a  severe  fiscal  crisis,  the 
work  site  for  a  station  was  cordoned 
off  with  razor  wire  and  cement  walls. 
Odebrecht’s  logo  was  almost  unrecog¬ 
nizable  under  the  graffiti,  and  none  of 
the  trucks  you’d  expect  to  see  waiting 
to  load  at  a  temporary  cement  plant 
were  there  for  work  on  the  subway. 

Not  so  long  ago,  the  plant  filled 
40  to  50  trucks  a  day  for  Odebrecht, 
says  Jose  Luis  Mato,  40,  a  manager  at 
the  cement  installation.  “Compared 


_ 

to  the  pace  they’d  been  operating 
at,  it’s  practically  stopped,”  he  says. 

“A  column  here,  a  wall  there.  It’s  all 
at  a  minimum.”  — David  Biller  and 
Jessica  Brice ,  with  Andrew  Rosati  and 
Ezra  Fieser 

The  bottom  line  New  loans  in  Brazil  for  overseas 
engineering  projects  won't  be  available  before  the 
end  of  2017,  when  revised  rules  will  be  issued. 
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Corruption 

The  Great  Indian 
Tax  Dodge  of  2016 


►  How  about  flying  planeloads  of 
cash  to  a  tax-exempt  region? 


►  “All  I  want  to  do  is  save  as  much 

as  I  can  of  this  money” 

Indians  are  struggling  with  the  chaos 
unleashed  by  the  government’s  Nov.  8 
announcement  that  500-rupee  ($7-36) 
and  1,000-rupee  notes  will  no  longer 
be  legal  tender.  Indians  holding  the 
notes  have  until  Dec.  31  to  deposit 
them  in  banks.  Unusually  large  depos¬ 
its  will  be  scrutinized  and  possibly  sub¬ 
jected  to  taxes  and  penalties. 

The  policy,  aimed  at  reducing  tax 
evasion  by  people  who  do  business 
in  cash,  is  having  the  opposite  effect 
as  people  scramble  to  find  ways  to 
launder  money,  converting  old  bills  to 
new  without  attracting  government 
attention.  One  method  relies  on  high- 
turnover  businesses,  such  as  trading 
houses  or  manufacturing  companies, 
which  report  a  lot  of  cash  revenue  to 
the  government.  Many  have  seen  lower 
sales  since  the  note  ban  took  effect. 
These  businesses  can  accept  old  cash 
from  money-laundering  networks,  call 
it  revenue,  and  return  a  portion,  typ¬ 
ically  50  percent  of  the  total,  in  new 
2,000-rupee  notes. 

Ashok,  from  Mumbai,  who  wouldn’t 
disclose  his  full  name  to  avoid  detec¬ 
tion,  says  a  lawyer  he  contacted  after 
the  announcement  put  him  in  touch 
with  a  business  in  the  state  of  Rajasthan 
that  has  operations  in  apparel  manu¬ 
facturing  and  jewelry.  He  says  he  plans 
to  give  the  business  200  million  rupees 
in  banned  notes  and  expects  to  get  only 
too  million  back  in  new  currency.  The 
business  is  large  enough  that  it  will  be 
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able  to  deposit  Ashok’s  cash  in  its  bank 
account  without  drawing  the  attention 
of  the  government.  “All  I  want  to  do  is 
save  as  much  as  I  can  of  this  money,” 
says  Ashok,  who  didn’t  pay  taxes  on  the 
cash,  which  he  got  from  selling  prop¬ 
erty.  He’s  still  deciding  whether 
to  declare  his  new  notes.  A  pro¬ 
posed  change  to  the  tax  law, 
which  passed  the  lower  house  of 
Parliament  on  Nov.  29,  would  levy 
a  50  percent  penalty  on  unex¬ 
plained  bank  deposits. 

Other  networks  bring  banned 
money  into  the  system  through 
the  bank  accounts  of  people  with  tax 
exemptions,  such  as  farmers  or  others 
who  derive  income  from  agricultural 
activities,  says  a  lawyer  who’s  part 
of  a  money-laundering  operation 
in  Mumbai  and  asked  not  to  be 
identified.  Certain  tribal  com¬ 
munities  in  northeastern  states, 
including  Nagaland,  Manipur, 
and  Tripura,  are  exempted  from 
paying  taxes  on  income  from  any 
source,  making  it  easy  for  them  to  dis¬ 
guise  extra  cash. 

At  least  one  property  brokerage  is 
offering  to  arrange  the  sale  of  apart¬ 
ments  using  banned  money  in  a 
Mumbai  suburb  that’s  popular  with 
Bollywood  movie  stars.  Upper-  and 
middle-class  Indian  families  don’t  have 
to  resort  to  elaborate  schemes  to  hide 
cash.  Members  of  their  household  staff 
can  be  tapped  to  deposit  their  employ¬ 
ers’  cash  in  their  own  bank  accounts. 
The  result  is  money  in  the  bank,  but  not 
1  so  much  that  it  alerts  the  tax  collector. 

The  proliferation  of  money¬ 
laundering  schemes  has  led  to  doubts 
that  Prime  Minister  Narendra  Modi’s 
policy  will  have  much  of  an  impact  on 
tax  evasion.  “The  whales  and  sharks  will 
break  out  of  this  net  easily  and  find  a 
way  to  pump  their  money  back  into  the 
system  through  organized  networks,” 
says  C.H.  Venkatachalam,  general  sec¬ 
retary  of  the  All  India  Bank  Employees 
Association,  a  union  representing 
500,000  bank  personnel.  “It  is  not  easy 
to  cull  out  the  black  money  from  India’s 
economy,  and  the  real  big  players  are 
tough  to  touch.”  — Anto  Antony 

The  bottom  line  In  India,  a  policy  to  curb  tax 
evasion  has  had  the  unwanted  effect  of  causing 
money-laundering  networks  to  proliferate. 
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Donald  T rump  has  vowed 
to  bring  back  manufacturing 
jobs,  but  the  dollar’s  rise  since 
his  election  will  make  U.S. 
manufactured  goods  less 
competitive  in  world  markets. 
Here’s  how:  O  A 1 0%  move 
in  the  value  of  the  dollar 
changes  the  inflation-adjusted 
trade  deficit  by  about  1% 
of  gross  domestic  product. 
O  The  Dollar  Index  is  up  about 
4  percent  since  the  election, 
so  that’s  a  hit  of  0.4%  of  GDP, 
or  about  $75  billion.  ©The 
U.S.  loses  about  5,300 jobs  for 
every  $1  billion  added  to-» 
the  trade  gap.  ©  That  means 
the  dollar’s  rally  could  cost 

the  U.S.  about 400,000 

jobs  over  the  next  two  or 
three  years  in  the  part  of  the 
economy  exposed  to  trade. 

More  than  half  those  jobs  are 
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Exporters,  plus 
companies  that 
compete  with  imparts 


in  manufacturing. 


— Peter  Coy 


Sectors  that  aren't 
exposed  to  tirade 
should  add  jobs,,  so 
oweraS  employment 
should  increase 
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How  Big-Box  Retailers 


►  Merchants  such  as  Walmart  are  using  a  novel  legal  tactic  to  lower  their  property  taxes  sharply 
►“Whether  it  is  unfair  or  not  doesn’t  have  anything  to  do  with  me” 


Tucked  away  on  the  northern  edge  of 
Michigan’s  rugged  Upper  Peninsula, 
Sault  Ste.  Marie  is  bracing  for  the  battle 
of  its  life.  The  tourist  town  is  heading 
to  court  in  early  2017  to  fight  Walmart 
Stores,  which  seeks  to  cut  $286,000 
off  its  annual  property  tax  bill  on  a 
local  store.  Using  what  critics  call  the 
“dark  store  loophole,”  Walmart  is  fol¬ 
lowing  in  the  footsteps  of  big-box  mer¬ 
chants  including  Lowe’s  and  Target  by 
arguing  that  its  bustling  store  should  be 
assigned  about  the  same  value  for  tax 
purposes  as  one  that’s  been  vacant  for 
years,  hundreds  of  miles  away. 

The  financially  strapped  town 
of  14000  faces  legal  bills  of  about 
$100,000  to  take  on  the  retailing  giant. 
The  cost  of  the  battle  that  started  in 
2014  already  has  forced  local  author¬ 
ities  to  slash  budgets  for  everything 
from  senior  meals  and  the  local  animal 
shelter  to  police  and  fire  pensions. 


Now  its  leaders  have  decided  they’ve 
been  pushed  around  long  enough. 

“It  is  like  David  and  Goliath,”  says  Jim 
German,  the  county  administrator 
in  Chippewa  County,  which  includes 
Sault  Ste.  Marie.  “We  are  going  to  give 
it  our  best  shot,  because  it  isn’t  fair.” 

The  city  has  tried  for  years  to  keep 
the  dispute  out  of  court  to  avoid  the 
legal  fees,  agreeing  with  Walmart  in 
2014  and  2015  to  lower  the  store’s  local 
taxes  by  a  total  of  $103,000.  This  year, 
Walmart  has  gone  too  far,  German  says. 
It  wants  its  store,  currently  assessed  at 
$63  a  square  foot,  to  be  valued  at  $16  a 
square  foot  based  on  sales  of  similar- 
size  vacant  properties  across  the 
state-less  than  what  some  local  small 
businesses  pay.  Chippewa  County  is 
hedging  its  bets  in  case  of  a  loss,  freez¬ 
ing  salaries  for  all  nonunion  employees 

Walmart,  which  annually  pays 
$3.3  billion  in  property  taxes,  state 


income  taxes,  and  franchise  taxes  plus 
$15  billion  in  state  and  local  sales  taxes, 
says  it  pays  its  “fair  share”  of  property 
tax  in  Michigan  based  on  standard 
appraisal  methodology.  “When  we  can’t 
reach  an  agreement,  we  seek  clarifi¬ 
cation  through  the  legal  process  for  a 
fair  market  value  of  our  property,”  says 
Walmart  spokesman  Lorenzo  Lopez. 

The  dark  store  tax  argument  has 
been  gaining  use  since  a  Michigan  court 
accepted  it  in  2010.  In  that  case,  the 
judge  agreed  that  a  Target  store  in  a 
depressed  Detroit  suburb  was  worth 
about  half  the  city’s  valuation.  From 
that  one  ruling,  which  turns  on  its 
head  the  traditional  way  municipali¬ 
ties  value  businesses  based  on  the  cost 
of  acquiring  the  land  and  building  the 
structure,  big-box  retailers  including 
Lowe’s,  Best  Buy,  and  Menards  have 
spread  out  across  the  country,  taking 
to  court  more  than  too  townships,  ► 


Quoted 


“In  2008  there  were  12  electrified  vehicles  offered  in 
the  U.S.  market,  and  it  represented  2.3% 
of  the  industry.  Fast-forward  to  2016,  there’s  55 
models,  and  year-to-date  it’s  2.8%-” 

Ford  CEO  Mark  Fields  on  the  mismatch  between  strong  regulatory  pressure  for 
automakers  to  produce  EVs  and  the  weaker  consumer  demand  for  the  cars 


◄  cities,  and  counties  in  at  least  a  dozen 
states  over  the  past  four  years.  In  most 
cases  the  stores  have  prevailed,  saving 
millions  of  dollars  in  property  taxes, 
according  to  the  National  Association 
of  Counties.  Two-thirds  of  Michigan’s 
counties  have  lost  more  than  $75  million 
in  property  taxes  since  2012  as  a  result 
of  the  ruling.  Indiana  estimates  it  could 
lose  $120  million  in  tax  revenue  annu¬ 
ally  if  the  strategy  takes  hold. 

That’s  left  many  municipalities 
scrambling  to  cope  with  lost  revenue. 
Library  hours  have  been  curtailed, 
roads  have  gone  unpaved,  and  police 
and  fire  departments  have  made  do 
with  aging  equipment.  County  officials 
in  Alabama  and  Texas,  where  Lowe’s 
only  recently  began  filing  dark  store 
suits,  say  they  fear  a  similar  fate. 

“If  the  big-box  folks  do  this,  then 
you’ll  have  it  spill  down  to  the  banks, 
the  fast-food  places,  the  drugstores,” 
says  Don  Armstrong,  property  tax 
commissioner  for  Shelby  County,  Ala., 
where  Lowe’s  is  pursuing  a  challenge. 
“It  would  just  multiply  and  have  a 
domino  effect.” 

Target,  noting  that  it  wants  to 
ensure  its  properties  are  assessed  at 
fair  market  value,  said  in  a  statement 
that  it  “remains  committed  to  support¬ 
ing  the  communities  in  which  we  do 
business,  and  this  includes  paying  a 
fair  share  of  property  taxes.” 

Michael  Shapiro,  a  Detroit  real 
estate  tax  attorney  who  pioneered 
the  dark  store  argument,  says  he’s 
not  insensitive  to  the  financial  needs 
of  communities,  but  “whether  it  is 
unfair  or  not  doesn’t  have  anything  to 
do  with  me.  I’m  just  looking  at  what 
the  law  is.”  For  more  than  40  years, 
Shapiro  has  made  a  career  out  of 
helping  businesses  challenge  property 
tax  bills.  A  lawyer  with  the  Detroit  firm 


Honigman  Miller  Schwartz  and  Cohn, 
he  made  a  name  for  himself  repre¬ 
senting  car  companies,  successfully 
arguing  their  plants’  taxes  should  be 
based  on  the  values  of  closed  factories. 
Years  later,  he  saw  a  similar  opportu¬ 
nity  in  big-box  stores.  He  made  his  first 
such  successful  case  in  2010. 

Typically,  local  property  tax 
assessors  set  values  of  such  stores 
based  on  the  purchase  price  of  the 
land  plus  the  cost  of  construction,  less 
depreciation.  Shapiro  believed  a  more 
accurate  way  to  measure  the  value 
was  to  use  comparable  sales  of  similar 
properties,  the  way  a  house  is  valued 
for  tax  purposes. 

He  began  amassing  comparable  sales 
data  to  make  a  case  that  the  value  of  a 
big-box  store  on 
the  market  was 
far  lower  than 
what  tax  assessors 
had  determined 
because  they  were 
built  to  suit  the 
needs  of  a  specific 
owner-the  way  “a 
suit  would  lose  its 
value  once  it  was 
tailored  to  a  spe¬ 
cific  person,”  says  Shapiro. 

There’s  now  a  thriving  cottage  indus¬ 
try  of  lawyers,  tax  representatives, 
and  appraisers  helping  retailers  initi¬ 
ate  dark  store  challenges.  Larry  Clark, 
director  for  strategic  initiatives  at  the 
International  Association  of  Assessing 
Officers  in  Kansas  City,  Mo.,  says 
lawyers  and  tax  representatives  typ¬ 
ically  target  smaller  towns  that  are 
less  able  to  mount  a  vigorous  defense. 
“They  pick  the  low-hanging  fruit,”  he 
says.  “It  probably  costs  $50,000  or 
more  to  litigate  one  big-box  chain,”  says 
Jack  Van  Coevering,  who’s  represented 


small  towns  in  Michigan  that  have  faced 
big-box  valuation  challenges.  “If  you  are 
a,  township  with  a  whole  bunch  of  these 
properties,  imagine  that.” 

Towns  can  find  it  hard  to  attract 
companies  to  fill  vacant  buildings  that 
bring  down  valuations.  Often  a  closed 
store  has  deed  restrictions  that  prevent 
another  big-box  retailer  from  moving 
in,  sometimes  for  years,  significantly 
limiting  the  pool  of  potential  buyers. 
Buildings  can  sit  vacant  for  years  and 
deteriorate  or  end  up  repurposed  for 
low-revenue  uses  such  as  roller-skating 
rinks  or  flea  markets. 

Probably  no  community  has  suffered 
more  from  Shapiro’s  brainchild  than 
Marquette,  a  three-hour  drive  west  of 
Sault  Ste.  Marie.  In  2012,  Lowe’s  argued 
that  its  two-year-old  store  there,  which 
cost  about  $10  million  to  build,  was 
worth  just  $3.5  million  based  on  the 
resale  value  of  shuttered  big-box  stores 
in  other  parts  of  the  state.  A  judge  with 
the  Michigan  Tax  Tribunal  agreed,  and 
Lowe’s  tax  bill  was  slashed  by  two- 
thirds,  forcing  Marquette  to  pay  the 
company  nearly  $450,000  in  back  taxes 
and  lowering  its  tax  bill  by  more  than 
$150,000  a  year  going  forward. 

“Lowe’s  pays  property  tax,  income 
tax,  sales  and  use  tax,  and,  just  like 
homeowners,  we  want  to  be  taxed 
on  the  fair  value  of  our  buildings  and 
land,”  the  retailer  said  in  a  statement. 
“It’s  Lowe’s  intention  to  always  pay  our 
fair  share  of  taxes.” 

The  home  center  chain’s  suit  opened 
the  floodgates  for  Marquette’s  other 
retail  chains.  Even  car  dealerships 
made  the  same  case.  In  the  almost  five 
years  since,  the  timber  and  mining 
community  on  the  edge  of  Lake 
Superior  has  lost  more  than  $2  million 
in  property  tax  revenue  from  retailers 
including  Target,  Best  Buy,  and  Kohl’s. 


$120 

million 


Annual  tax  revenue 
Indiana  says  its  local 
governments  could 
lose  if  the  “dark  store” 
tax  valuations 
take  hold 


Companies/Industries 


Shortly  after  the  ruling,  a  county- 
funded  group  home  for  troubled  teens 
was  forced  to  close,  and  the  local  library 
has  slashed  its  hours.  Ron  DeMarse, 
the  township’s  fire  chief,  worries  his 
23-year-old  fire  truck  and  battered 
two-way  radios  won’t  weather  another 
winter.  That  would  be  a  disaster,  since 
he  has  no  money  left  to  replace  them. 
DeMarse  says  the  $56,000  he’s  lost  in 
this  year’s  budget  from  Lowe’s  tax  chal¬ 
lenge  would  have  been  enough  to  cover 
annual  payments  on  a  new  engine  to 
replace  his  aging  one-the  only  truck 
the  department  has  with  a  pump  and 
ladder  large  enough  to  put  out  a  fire 
at  a  building  the  size  of  Lowe’s.  Now 
his  only  option  is  a  ballot  initiative  that 
would  raise  the  needed  money  from  the 
township’s  residents.  “Maybe  we  just 
won’t  replace  it,”  he  says,  and  Lowe’s 
might  be  forced  to  pay  higher  insurance 
premiums.  “Maybe  that  would  be  fair.” 

Sentiments  are  equally  raw  in  Sault 
Ste.  Marie,  where  civic  leaders  are 
gearing  up  to  keep  its  tax  dollars  in 
town  rather  than  hand  them  back  to 
Walmart.  “It  is  an  attack  on  all  the 
services  we  provide:  the  sheriff’s 
department,  the  health  department, 
the  schools,  everyone  is  going  to 
suffer  here,”  Chippewa  County 
Commissioner  Jim  Martin  told  res¬ 
idents  at  a  recent  county  meeting. 
“That  money  will  leave  our  commu¬ 
nity  and  go  to  their  corporate  offices.” 
— Shannon  Pettypiece 

The  bottom  line  Big-box  retailers  are  often  thriving 
businesses.  Now  some  are  petitioning  to  pay  the 
'  same  property  tax  as  shuttered  stores. 


Travel 


Europe’s  Big  Airlines 
Struggle  for  Altitude 


►  After  years  of  mergers,  full- 
service  carriers  remain  inefficient 


►  “It  is  our  only  chance  to  survive 
the  competition  we  face” 

On  the  surface,  the  European  airline 
industry  doesn’t  look  much  changed 
from  20  years  ago:  National  flag  carriers 
such  as  Air  France,  British  Airways, 
Iberia,  KLM,  and  Lufthansa  dominate 
a  handful  of  giant  hub  airports.  Dig 
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Delta 


a  bit  deeper,  and  you’ll  see  that  the 
market  has  shifted  in  a  big  way.  Over 
the  past  decade  or  so,  10  legacy  airlines 
across  the  region  have  combined  into 
three  huge  groups,  a  consolidation  that 
makes  the  market  look  a  lot  like  the  U.S. 

But  while  restructuring  at 
American  Airlines,  Delta  Air  Lines, 
and  United  Continental  Holdings 
has  led  to  record  earnings  in  recent 
years,  the  Europeans  remain  far  less 
profitable.  Their  workforces  remain 
restive  and  strike-prone,  they  face  a 
web  of  restrictions  from  regulators  in 
multiple  countries,  and  for  reasons 
of  national  pride,  the  airlines  in  the 
big  groups  continue  to  operate  as 
separate  brands-with  many  of  the 
associated  costs. 

Nowhere  is  the  difficulty  of  changing 
course  clearer  than  at  Lufthansa,  which 
in  late  November  was  able  to  halt  a 
strike  that  grounded  4,500  flights  only 
after  management  offered  a  bonus 
topping  €20,000  ($21,200)  per  pilot 
and  a  4-4  percent  raise  and  dropped 
demands  for  concessions  on  benefits. 
The  walkout  and  others  over  the  past 
three  years  have  cost  it  more  than 
$500  million,  and  executives  say  there’s 
not  a  lot  more  they  can  give.  “Walk  with 
us  and  stop  defending  old-fashioned 
contracts,”  Harry  Hohmeister,  the  man¬ 
agement  board  member  responsible  for 
the  Lufthansa  brand,  told  the  pilots  at 
a  rally  at  Frankfurt  Airport  on  Nov.  30. 
“Help  us  create  our  future.” 

With  annual  salaries  in  excess  of 
€255,000  for  Lufthansa’s  most  senior 
captains,  the  pilots  are  among  the 
industry’s  best-paid.  But  with  Delta’s 
pilots  getting  a  30  percent  raise, 
Lufthansa’s  are  seeking  20  percent, 
and  they  may  still  reject  the  airline’s 
offer.  Just  as  important,  the  pilots 
strongly  oppose  a  plan  to  more  than 
double  the  size  of  Lufthansa’s  dis¬ 
count  operation.  Eurowings,  to 
200  aircraft.  They  fret  that  the 
will  hire  lower-paid  pilots  in 


mons, 

and 


beyond  the  reach  of  German 
and  that  management  will  e 
it  at  the  expense  of  Lufthansd  jobs. 
“Eurowings  is  not  your  enemy,”  Karl 
Ulrich  Garnadt,  the  Lufthansa  pilots 
Lufthansa  board  at  a  rally  during  a 

member  responsi¬ 
ble  for  the  low-cost  carrier,  said  at  the 
Frankfurt  rally.  “It  is  our  only  chance 
to  survive  the  competition  we  face.” 

A  key  reason  for  the  European 
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industry’s  woes:  a  surfeit  of  players, 
many  of  them  still  state-backed.  The 
EU’s  top  three  full-service  companies 
have  a  combined  market  share  of  about 
29  percent,  while  the  big  three  in  the 
U.S.  control  52  percent,  according  to 
researcher  CAPA-Centre  for  Aviation. 
“Europe  has  too  many  airline  groups 
for  the  size  of  the  market,”  says  CAPA 
analyst  Jonathan  Wober. 

Low-cost  operators  have 
exploited  the  weakness.  The  three  ► 
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◄  biggest-Ryanair,  Easyjet,  and 
Norwegian  Air  Shuttle-have  become 
serious  contenders  for  flights  in 
Europe,  luring  passengers  with  rock- 
bottom  prices  while  charging  them 
for  expensive  add-ons.  No-frills  car¬ 
riers  in  2015  had  40  percent  of  the 
European  market,  up  from  23  percent 
in  2005,  and  Ryanair’s  stock  valuation 
almost  matches  that  of  the  big  three 
carrier  groups  combined.  “There  is  no 
sign  that  pressure  on  European  car¬ 
riers  will  let  up,”  says  Alex  Dichter, 
a  McKinsey  consultant  and  former 
Continental  Airlines  pilot.  “In  the  long 
run,  the  only  two  outcomes  are:  You 
win  or  you  die.” 

At  the  same  time,  the  incumbents 
face  challenges  on  long-haul  routes. 
Government-backed  carriers  from  the 
Middle  East  such  as  Emirates,  Qatar 
Airways,  and  Etihad  are  routing 
more  eastbound  traffic  through  their 
desert  hubs,  offering  white-glove 
service  on  brand-new  planes.  From 
2008  to  2014,  the  three  Persian  Gulf 
carriers  expanded  their  share  of  traffic 
from  Europe  to  India  and  Southeast 
Asia  from  22  percent  to  34  percent, 
according  to  CAPA.  Meanwhile,  the 
likes  of  Norwegian  and  Iceland’s  Wow 
Air  are  moving  into  more  profitable 
long-haul  routes  with  supercheap 
flights  lacking  the  extras-free  meals 
and  checked  bags-that  traditional 
airlines  have  been  reluctant  to  pull 
from  transatlantic  service. 

Like  Lufthansa,  Air  France-KLM 
has  expanded  its  low-cost  busi¬ 
ness,  though  even  there  it  has  a  pair 
of  brands-KLM’s  Transavia  and  Air 
France’s  Hop!-that  date  to  the  era 
when  it  was  two  separate  companies. 
Anger  at  a  plan  to  cut  jobs  and  funnel 
more  business  to  those  discounters 
boiled  over  last  year  as  workers 
assaulted  executives,  shredding  their 
shirts  before  the  managers  climbed  a 
fence  to  escape. 

Only  at  International 
Consolidated  Airlines  Group, 
created  in  2011  after  British  Airways 
took  over  Spain’s  Iberia,  has  cost¬ 
cutting  matched  that  of  U.S.  carriers. 
One  possible  reason:  The  company 
endured  five  strikes  spanning  22 
days  in  2010  before  winning  conces¬ 
sions  such  as  smaller  cabin  crews  on 
long-haul  flights  and  tying  some  staff 
bonuses  to  performance.  In  2013  it 
bought  Vueling,  a  low-cost  airline 


based  in  Spain,  to  better  compete 
with  the  likes  of  Ryanair  and  Easyjet. 
And  last  year  it  acquired  Ireland’s 
Aer  Lingus,  adding  another  transat¬ 
lantic  hub  in  Dublin  to  relieve  pres¬ 
sure  at  London’s  Heathrow.  Says  Chief 
Executive  Officer  Willie  Walsh:  “We’re 
not  afraid  to  say  that  we’re  proud  to 
be  cutting  costs.”  — Richard  Weiss 

The  bottom  line  Like  their  U.S.  rivals,  many 
European  airlines  have  merged  into  three  giant 
groups,  but  they  remain  far  less  profitable. 


►  Despite  a  $27  billion  bid,  Actelion’s 
founders  want  to  stay  put 

►  “It’s  not  a  question  of  money.  We 
have  enough  money” 

Jean-Paul  and  Martine  Clozel  represent 
the  dream  of  just  about  every  pharma¬ 
ceutical  researcher.  After  the  multina¬ 
tional  that  employed  them  declined  to 
pursue  a  compound  they  discovered, 
the  Clozels  founded  a  company  to 
develop  the  drug.  That  startup  birthed 
a  blockbuster  that  has  improved  the 
lives  of  heart  patients  worldwide-and 
made  the  Clozels  rich.  For  Johnson  & 
Johnson,  that’s  a  problem. 

The  Clozels’  company  is  Actelion,  a 
Swiss  biotech  for  which  J&J  has  offered 
more  than  $27  billion,  people  familiar 
with  the  talks  say.  The  Clozels  rejected  a 
lower  proposal,  and  while  negotiations 
are  continuing,  they’ve  shown  little 
enthusiasm  for  cashing  out.  “I  don’t  see 
why  I  should”  sell,  Jean-Paul  said  before 
the  J&J  bid  was  revealed.  “What  would  it 
bring?  It’s  not  a  question  of  money.  We 
have  enough  money.” 

J&J  is  open  to  arrangements  other 
than  a  complete  takeover.  French 
drugmaker  Sanofi  is  considering  a 
counterbid,  according  to  people  with 
knowledge  of  the  matter.  The  deal 
talk  has  propelled  Actelion  shares  to 
a  record,  valuing  the  Clozels’  stake  at 
more  than  $1  billion. 

Jean-Paul,  61,  rose  to  vice  president 
in  Roche  Holding’s  cardiovascular 
department,  where  he  oversaw  a 
team  of  40  scientists.  Martine,  also 


a  researcher  at  Roche,  in  1990  dis¬ 
covered  a  potential  drug  for  pulmo¬ 
nary  arterial  hypertension  (PAH),  a 
life-threatening  condition  that  limits 
the  heart’s  ability  to  pump  blood  to 
the  lungs.  PAH  afflicts  fewer  than 
50  people  out  of  every  1  million,  too 
small  a  population  to  interest  a  giant 
such  as  Roche.  In  early  1997  the  Clozels 
approached  Roche  Chief  Executive 
Officer  Franz  Humer  about  forming  a 
startup  to  take  over  the  project.  Humer 
agreed  but  wouldn’t  fund  it. 

The  Clozels  licensed  the  rights 
to  two  compounds  from  Roche  and 
founded  Actelion.  Jean-Paul  initially 
focused  on  research  and  development, 
then  became  CEO  in  2000  when  the 
company  went  public.  “He’s  more 
a  scientist  than  a  commercial  guy,” 
says  David  Ebsworth,  an  industry 
consultant  and  veteran  pharma 
executive.  Martine,  60,  now  oversees 
drug  discovery  as  the  biotech’s  chief 
scientific  officer. 

The  Clozels’  strategy  was  risky: 

Despite  industry  failures  in  PAH  com¬ 
pounds,  Actelion  stayed  focused  on  the 
disease.  And  Actelion  didn’t  license  its 
medicine  to  a  larger  pharma  company, 
as  biotechs  often  do,  instead  marketing 
the  drug  on  its  own. 

Actelion’s  first  product,  Tracleer, 
wildly  exceeded  expectations.  In 
2002,  Wall  Street  projected  its  annual 
sales  would  peak  at  $300  million  to 
$600  million.  Instead,  it’s  generated 
more  than  $1.5  billion  some  years  and 
over  $15  billion  cumulatively.  The  com¬ 
pany’s  market  value  plunged  by  almost 
half  in  2011,  to  $4.2  billion,  after  a  failed 
attempt  by  a  hedge  fund  to  force  a 
sale,  followed  by  an  unsuccessful  mid¬ 
stage  trial  for  a  successor  to  Tracleer. 
But  another  study  in  2012  paved  the 
way  for  that  drug  to  hit  the  market, 
helping  send  Actelion’s  stock  value  to 
almost  $16  billion  in  early  2016.  Of  the 
dozen  or  so  compounds  Actelion  is 
now  developing,  “maybe  two  or  three 
will  work,”  and  that  may  be  enough, 
Jean-Paul  says.  “I  would  not  exchange 
my  pipeline  for  any  other.”  — Johannes 
Koch ,  Albertina  Torsoli,  James  Paton, 
and  Naomi  Kresge 

The  bottom  line  Actelion  became  an  attractive 
takeover  target  after  sales  of  its  Tracleer  lung  drug 
vastly  exceeded  early  forecasts. 
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Trump  has  business 
interests  in  more  than 


countries. 


Until  Donald 

With  Tiger  Woods  at  the  Trump  National  Doral 

Trump,  U.S. 
presidents  and 
vice  presidents 
went  to  extremes 
to  avoid  conflicts 


of  interest 
or  apparent. 


Rockefeller  gave 

$1.8m 

to  18  public  employees 
during  his  time  as 
governor  of  New  York. 

That  included  a 
$50,000  gift  to  his 
former  consultant 
Henry  Kissinger  in 
1969,  before  Kissinger 
went  to  work  in  Richard 
Nixon’s  White  House. 


“The  details  of  my 
personal  fortune 
are  now  a  matter  of 
public  record....  It 
does  not  happen  to 
be  nearly  so  great  as 
many  have  imagined.” 

- Testimony 

before  the  Senate 
Rules  Committee, 
Nov.  13,  1974 


Before  being  confirmed  as  Gerald  Ford’s  vice  president 
in  1974,  Nelson  Rockefeller  allowed  more  than  400  inves¬ 
tigators  from  the  General  Accounting  Office,  the  FBI,  and 
the  IRS  to  review  his  assets,  which  included  his  family 
interests  in  Standard  Oil  and  Chase  Manhattan.  Presi¬ 
dent  Jimmy  Carter  sold  his  family  peanut  farm  before  he 
was  inaugurated  in  1977.  In  August  2000,  while  he  cam¬ 
paigned  with  George  W.  Bush,  Dick  Cheney  sold  the  bulk 
of  his  shares  in  Halliburton,  where  he’d  served  as  chief 
executive  officer,  and  disposed  of  the  rest  soon  after. 


Halliburton  shares 


Cheney 

divests 


1999 


2016 


White  House  55,000  sq.  ft. 


Trump  Tower 
penthouse  30,000  sq.  ft. 


Abraham  Lincoln  replica 
birth  cabin  204  sq.  ft. 


Trump  has  said  he’s 
under  audit  by  the 
IRS.  He’ll  be 
responsible  for 
appointing  a  new 
commissioner  and  for 
naming  the  Treasury 
officials  who  oversee 
the  agency. 


“I’ve  willingly  given  up 
my  own  method  of 
making  a  living.” 

- Interview  on 

Jan.  4,  1977 


“I  am  fully  prepared 
to  forfeit  any 
options  that  have  not 
■  vested  by  the  time 
I  assume  office.” 

- Statement  issued 

on  Sept.  1,  2000 


Immediate  prior 
occupations  of 
previous  presidents 


Governor 


Senator 

•••••••• 

Military 

••••••• 

Cabinet  member 

•  •••• 

Vice  president 

•  ••• 

Representative 

•  •• 

Other  government 
official 

•  •• 

Lawyer 

•  • 


Trump  has  been  much  more  opaque.  Unlike 
previous  presidents-elect,  he’s  refused  to  release 
his  tax  returns.  What  we  know  about  his  fortune 
comes  from  personal  financial  disclosures  filed 
with  the  Federal  Election  Commission,  most 
recently  in  May;  the  next  one  isn’t  due  until  after 
he  takes  office.  That  makes  it  almost  impossible 
to  get  a  complete  picture  of  Trump’s  interests. 

But  we  can  try.  On  the  next  pages,  we  map 
out  in  detail  Trump’s  licensing  pacts,  partnerships,  other 
ventures,  and  debt  around  the  globe  under  the  Trump 
Organization  umbrella.  He  has  dealings  from  Azerbaijan 
to  Uruguay.  State-controlled  foreign  banks  have  lent 
him  money  and  rented  space  in  his  buildings.  He  does 
business  with  foreign  media  executives,  as  well 
as  relatives  and  associates  of  world  leaders.  In 
several  countries,  he’s  clashed  with  local  gov¬ 
ernments  that  have  obstructed  his  development 
plans.  Some  of  his  partners  have  been  sued  by 
investors  or  investigated  by  authorities.  His  con¬ 
stellation  of  interests  creates  an  unprecedented 
source  of  potential  conflicts  once  he  assumes  office. 

At  the  time  of  his  last  filing,  Trump  still  held  stocks  worth 
as  much  as  $38  million,  including  shares  of  government 
contractors  such  as  Boeing— which  fell  after  he  tweeted 
on  Dec.  6  that  he  objected  to  its  contract  to  build  a  new  Air 
Force  One.  Trump  spokesman  Jason  Miller  told  reporters 
that  his  boss  had  liquidated  his  stock  holdings  in  June  but 
declined  to  answer  further  questions  on  the  topic. 

Company  spokespeople  declined  to  comment  on 
Trump’s  investments  or  potential  conflicts.  Trump  has 
promised  to  hold  a  news  conference  on  Dec.  15  to 
announce  his  plans  for  removing  himself  from  his  com¬ 
mercial  enterprises.  “I  feel  it  is  visually  important,  as  Pres¬ 
ident,  to  in  no  way  have  a  conflict  of  interest,”  he  tweeted 
on  Nov.  30.  “The  Presidency  is  a  far  more  important 
task!”  — Caleb  Mel  by,  with  Bill  Allison,  Stephanie  Baker, 
and  Ben  Brody 


What  Trump’s 
campaign  paid  Trump 

June  16,  2015-Oct.  19, 
2016 


$6.7m 

TAG  Air 

$1.4m 

Trump  Tower 
Commercial 

$432k 

Mar-a-Lago  Club 

$186k 

Trump  Payroll 

$154k 

Trump  Restaurants 

$144k 

Trump  Plaza 
$88k  Trump 
International  Hotel 
Las  Vegas 
$83k  Trump  Corp. 
$72k  Trump  CPS 
$59k  Trump  National 
Doral 

$48k  Trump  National 
Golf  Club,  Westchester, 
N.Y. 

$36k  Trump  National 
Golf  Club,  Jupiter,  Fla. 
$30k  Trump 
International  Golf  Club 
$26k  Trump  National 
Golf  Club,  Bedminster, 
N.J. 

$24k  Trump 
International  Hotel  & 
Tower,  New  York 
$21k  Trump 
International  Hotel  & 
Tower,  Chicago 
$18k  Trump  National 
Golf  Club,  Charlotte 
$18k  Trump 
International  Hotel, 
Washington,  D.C. 

$11k  Eric  Trump  Wine 
Manufacturing 
$9k  Trump  National 
Golf  Club,  Washington, 
D.C. 

$6k  Trump  SoHo  New 
York 

$2k  Trump  Virginia 
Acquisitions 
$2k  Trump  Ice 
$868  Trump  Park 
Avenue 

$830  Trump  Security 
$608  Trump  Grill 
$94.61  Trump  Cafe 

$9.6m 

Total 
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The  Family  Business 


The  Trump  Organization— run  by  Trump  and  three  of  his 
children,  Donald  Jr.,  Ivanka,  and  Eric— has  dealings  with 
governments  and  wealthy  investors  around  the  world. 

Potential  conflict  with  □  U.S.  government  O  Foreign  governments  A  Private  partners 


Trump  International 
Hotel  &  Tower, 
Vancouver  m 


Trumps  partner 
in  the  deal, 
Holborn  Group, 
is  owned  by 

the  son  of  one 
of  Malaysia’s 
richest 
real  estate 
investors. 


Trump  International 
Hotel  &  Tower.  Toronto 


Trump  Tower,  New  York 

State-controlled 
Industrial  &  Commercial 
Bank  of  China  is  the 
Jj  tower’s  largest  office 
tenant.  The  bank’s 
lease  is  up  for  renewal 
in  2019. 


Trump  International  Hotel 
Las  Vegas  is  appealing 
a  November  order  by  the 
National  Labor  Relations 
Board  to  recognize 
the  representation  of 
its  employees  by  the 
city’s  powerful  Culinary 
Workers  Union.  As 
president,  Trump  will  be 
responsible  for  appointing 
NLRB  members,  who 
serve  five-year  terms. 


Trump  holds  a  60-year 
lease  for  Washington’s 
historic  Old  Post  Office 
Building,  where  the  Trump 
International  Hotel  opened 
in  September.  The  Trump 
Organization  spent  about 

$200m 


Chinese  investors  have 
expressed  interest  in 
the  property,  which  is 
in  receivership. 


Cuba 

Golf  executives  and 
advisers  for  the 
Trump  Organization 
have  traveled  to  Cuba 
repeatedly  since 
2011.  As  president, 
Trump  will  be  in  a 
position  to  persuade 
the  GOP  Congress 
to  end  the  U.S. 
embargo. 


Trump  Turnberry, 
Scotland. 

The  course  lost  more 
than  $10  million  in 
2015 


Trump  International 
Golf  Links,  Ireland 

Trump  has  scaled 
back  plans  to  build  a 
sea  wall  after  officials 
raised  concerns  over 
potential  damage 
to  dunes  and  a 
snail  habitat. 


Trump  lists  a  single 
entity  on  his  Federal 
Election  Commission 
filing  in  Bermuda:  DJT 
Aerospace. 


on  renovations 
and  will  pay 

$3m 

a  year  in  rent 
to  the  U.S. 
General  Services 
Administration.  The 
lease  agreement 
includes  a  provision 
barring  elected  officials 
from  making  money  off 
the  arrangement. 


Trump  Tower, 
Buenos  Aires 


The  project  requires 
building  permits  to 
go  ahead.  Partner 
Felipe  Yaryura  of  the 
YY  Development 
Group  attended 
Trump’s  election 
night  party  in 
New  York. 


Trump  Hotel, 
Rio  de  Janeiro 


Prosecutors  are 
investigating  a 
$40  million  investment 
in  the  project  by  state 
pension  funds,  part 
of  a  larger  bribery 
probe. 


Trump  Ocean  Club, 
Panama  City 

Local  partner 
Newland  International 
Properties  missed 
bond  payments  in 
2015,  less  than  two 
years  after  emerging 
from  Chapter  11 
bankruptcy. 


Trump  owes  Deutsche 
Bank,  his  largest 
creditor,  about 

$300rrF 

on  loans  backed  by  his 
Washington 
hotel  and 
the  Doral 
resort  in 
Florida. 


On  his  FEC 
filing,  Trump  lists 
two  companies 

registered  in 
St.  Martin  tied  to 
residential  rentals. 


Trump  Tower, 

Punta  del  Este, 

Uruguay 

YY  Development 
is  also  Trump’s 
partner  in  a  Uruguay 
development. 

Trump  Towers, 
Rio  de  Janeiro 


Brazilian  authorities 
are  also  looking  into 
public  investments 

in  this  office  tower 
project,  which  Trump 
is  developing  with 
Bulgarian  partner 
MRP  Group. 


Deutsche  Bank  is  in- 
settlement  talks  with 
the  U.S.  Department  of 
Justice  over  its  sales 
of  mortgage-backed 
securities.  The  bank 
also  faces  litigation 
and  regulatory  probes 
relating  to  issues  such  as 
currency  exchange-rate 
manipulation. 
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'rump  International 
3olf  Links,  Scotland 


'rump  lost  a  fight  with 
Scottish  lawmakers  to 
olock  offshore  power 
turbines  within  view 
t>f  the  course.  At  a 
cost-election  meeting 
i  with  British  politician 
•Nigel  Farage,  Trump 
ipncouraged  him  to 
spampaign  against 
iwind  farms  in  the  U.K. 


Trump  International 
Hotel  &  Tower  Baku, 
Azerbaijan 

Developer  Anar 
Mammadov  is  the 

son  of  the  country’s 
transport  minister. 


Trump  Towers, 
Istanbul 

Trump  earned  as 

much  as  $5  million 
in  2015  in  royalties 

from  Dogan 
Sirketler  Grubu, 

property. 


Georgia 


In  2011,  then- 
President  Mikheil 
Saakashvili  attended 
a  signing  ceremony 

at  Trump  Tower  in 
New  York  for  two 
licensing  deals,  a 
tower  in  the  capital 
of  Tbilisi  and  a  casino 
resort  in  Batumi 
on  the  Black  Sea. 


In  October,  Trump 
Hotels  Chief 
Executive  Officer  Eric 
Danziger  told  Chinese 
media  that  he  plans 
to  open  20  to  30 
properties  in  China, 
plus  more  under  the 
Trump  Organization’s 
new  Scion  brand. 


Taiwan 


Taiwanese  American 
businesswoman 
Charlyne  Chen 
presented  a  letter 
stating  she  had  ties 
with  the  Trump 
Organization  when 
she  met  the  mayor 
of  the  Taiwanese 
city  of  Taoyuan  in 
September  to  discuss 
hotel  projects.  Trump 
reversed  decades  of 
U.S.  policy  by  taking  a 
congratulatory  phone 
call  from  Taiwan's 
president  on  Dec.  2. 


Trump  has  to  make 
interest  payments  on 
hundreds  of  millions  of 
dollars  in  loans,  and  the 
value  of  his  real  estate  is 
highly  sensitive  to  interest 
rates,  which  are  set  by 
the  Federal  Reserve. 
Once  he  takes  office, 
he  will  have  the  power 
to  fill  two  vacant  seats 
on  the  Fed’s  Board  of 
Governors.  He  may 
also  replace  Chair 
Janet  Yellen,  whose 
term  ends  in  2018. 


The  Trump 
Organization  has 
a  licensing  and 
management 
deal  with  Damac 
Properties  Dubai 
for  a  golf  course  and 
luxury  villas  under 
construction.  Another 
Trump-branded  golf 
course,  designed  by 
Tiger  Woods,  is  under 
development  nearby 
with  Damac. 


Trump  Towers,  India 


Trump  Hotels  has 
plans  to  open 
two  properties  in 
Indonesia.  Trump 
received  up  to 
$10  million  last  year 
in  royalties  from 
Jakarta's  MNC  Group. 


Century  Properties 
Group,  whose  CEO, 
Jose  E.B.  Antonio, 
has  been  named  by 
President  Rodrigo 
Duterte  a  special 
envoy  to  the  U.S., 
paid  Trump  as  much 
as  $5  million  to  use 
his  name  on  a  tower 
set  to  open  next  year. 
Antonio’s  son  Robbie 
is  a  resident  of  Trump 
Tower  in  Manhattan. 


Two  licensing  deals 
are  proceeding- 
one  in  Mumbai 
with  Lodha  Group 
and  another  with 
Panchshil  Realty  for 
two  towers  in  Pune. 
Trump  met  with  his 
project  partners, 
who  have  ties  to  the 
Indian  government,  at 
Trump  Tower  in  New 
York  after  the  election. 


Reporting:  Max  Abelson,  Stephanie  Baker,  Ben 
Brody,  Argin  Chang,  Peter  Flanagan,  Dorothy 
Gambrell,  Michael  Keller,  Lorcan  Roche  Kelly, 
Caleb  Melby,  Blacki  Migliozzi,  Mira  Rojanasakul, 
Blake  Schmidt,  David  Voreacos,  and  Hui-yong  Yu 
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Patience  You  Must  Have, 
My  Young  Investors 


►  The  guy  behind  Yo  got  Alibaba  to  bankroll  his  smart-glasses  software 

►  “For  me,  controversy  is  good” 


The  resume  of  Moshe  Hogeg,  a  35-year- 
old  Israeli  entrepreneur,  could  be 
mistaken  for  a  series  of  jokes.  A  photo¬ 
sharing  app  that’s  not  Instagram.  A 
messaging  app  that  lets  users  text 
only  “yo.”  A  $14,000  leather  smart¬ 
phone.  His  latest  venture  is  his  most 
audacious  yet:  software  for  Google 


Glass-style  smart  goggles  he’s  betting 
people  will  want  to  wear,  programmed 
by  a  company  that  five  years  ago  was  a 
failing  buyer  of  life  insurance  policies. 

The  thing  is,  people  always  buy 
in.  Leonardo  DiCaprio  and  Mexican 
billionaire  Carlos  Slim  invested  in  the 
photo  app.  Yo  raised  money  from 


a  founder  of  Chinese  internet  giant 
Tencent  and  from  Pete  Cashmore,  who 
created  the  media  site  Mashable.  Mad 
Max  star  Tom  Hardy  became  the  pitch¬ 
man  for  the  $14,000  phone.  And  on 
Nov.  29,  Infinity  Augmented  Reality, 
the  smart-glasses  software  company 
formerly  known  as  Absolute  Life  ► 


Technology 


◄  Solutions,  announced  it 
had  raised  $18  million  from 
Alibaba  and  Japanese  infor¬ 
mation  technology  company 
Sun.  Infinity,  a  longtime  penny 
stock  company  in  its  previ- 
ous  life,  had  delisted  from  the  ^ 
over-the-counter  market  two  ^ 
months  earlier.  Taking  Infinity 
private  was  controversial,  Hogeg  says, 
given  the  cost  of  buying  out  share¬ 
holders.  But  Alibaba,  which  owns 
23  percent  of  Infinity,  didn’t  want  to 
invest  if  it  stayed  public,  according  to 
regulatory  filings.  Hogeg,  wearing  his 
typical  T-shirt,  thick-framed  hipster 
glasses,  and  a  patchy  beard,  says  he 
does  what  it  takes  to  land  deals.  “For 
me,”  he  says,  “controversy  is  good.” 

That’s  an  uncharacteristic  under¬ 
statement.  Hogeg’s  venture  capital 
firm,  Singulariteam,  was  founded  in 
2012  and  is  already  Israel’s  flashiest. 
It’s  raised  $152  million,  mostly  from 
Asian  backers.  It  makes  more  first¬ 
time  investments  than  any  firm  in  the 
country,  a  dozen  last  year.  And  it  has 
a  knack  for  attracting  celebrities.  Each 
of  Hogeg’s  portfolio  companies  ben¬ 
efits  from  his  marketing  formula,  a 
combination  of  PR  stunts,  famous 
friends,  and,  in  his  words,  “pure 
luck.”  So  far,  none  has  produced  a 
return  for  investors. 

Infinity  has  presented  Hogeg  with 
a  fresh  set  of  challenges,  and  he’s 
outdone  himself.  When  he  took  over 
Absolute  in  2011,  the  public  company 
specialized  in  buying  life  insurance 
policies  at  cut  rates  from  policyholders 
in  need  of  quick  cash,  then  collecting 
the  payout  when  they  died.  As  chair¬ 
man,  Hogeg  changed  the  name  and 
used  the  balance  sheet’s  remaining 
$5  million  to  hire  a  team  to  build  soft¬ 
ware  for  Google  Glass. 

In  2014,  after  Glass  had  thoroughly 
flopped,  Hogeg  hired  a  rival  smart- 
glasses  entrepreneur  as  Infinity’s  chief 
executive  officer,  then  teamed  up  with 
Israeli  hardware  startup  Lumus  to 
develop  software  for  Lumus’s  proto¬ 
type.  Infinity  and  Lumus  say  they’ll 
show  a  joint  concept  device  in  January 


Hogeg’s  companies 
benefit  from  PR  stunts, 
famous  friends,  and, 
he  says,  “pure  luck” 


at  the  annual  Consumer  Electronics 
Show  in  Las  Vegas.  Motti  Kushnir, 
Infinity’s  CEO,  says  the  companies 
have  sold  prototype  hardware  and 
software  to  Asian  manufacturers  that 
will  bring  smart  glasses  to  market  in 
the  first  half  of  2017. 

Hogeg,  the  oldest  child  of  an  Israeli 
air  force  lieutenant  colonel,  grew 
up  in  the  desert  town  of  Beersheba, 
where  he  felt  trapped.  “There’s  no 
money  and  not  even  neighbors  with 
money  where  we  can  see  what  money 
looks  like,”  he  says.  Seventy  miles  to 
the  north  is  Israel’s  tech  hub,  Tel  Aviv. 
“We  always  looked  at  the  center,  Tel 
Aviv,  as  the  rich  guys  that  are  above 
us.”  Hogeg  spent  seven  years  in  the 
Israeli  army,  where  he  devised  an 
equipment-sharing  schedule  that 
helped  units  lower  costs,  eventually 
becoming  an  officer.  In  2007,  over  the 
protests  of  his  father,  he  left  to  try  his 
hand  at  starting  businesses. 

The  first  company,  Web2Sport,  imag¬ 
ined  soccer  fans  would  want  to  play 
fantasy  sports  with  a  real  team.  Hogeg 
bought  a  low-ranking  local  team  and 
set  up  a  website  where  fans  could  vote 
on  the  starting  lineups.  He  sold  the 
business  to  a  broadcaster  for  a  pit¬ 
tance  in  2010,  blaming  its  failure  on 
fallout  from  the  2008  financial  melt¬ 
down.  Soon  after,  he  started  the  photo¬ 
sharing  app,  Mobli,  which  he  pitched 
to  Hollywood  as  a  social  network  that 
could  help  celebrities  counter  the 
influence  of  paparazzi  photos. 

That  was  an  oversell,  but  Hogeg 
was  beginning  to  figure  out  how  to  get 
celebrities  to  lend  him  publicity.  In 
2011,  DiCaprio  invested  just  $9-54  in 
Mobli  in  exchange  for  almost  1  million 
shares,  according  to  a  securities  docu¬ 
ment  reviewed  by  Bloomberg.  Hogeg 
says  Mobli  doesn’t  have  a  shareholder 
for  whom  “the  sum  of  their  total  invest¬ 
ments  was  $10  or  close  to  it.”  DiCaprio 
declined  to  comment.  After  Facebook 
bought  Instagram  in  2012,  Hogeg  got 
in  touch  with  Slim,  then  the  world’s 
second-richest  man,  by  enlisting,  of  all 


Singulariteam’s  Tel  Aviv  offices 
reflect  Hogeg’s  taste  for 
fantasy  and  action  heroes 


oner  Paul  Anka. 
paid  Anka  $1  million 
as  a “success  fee” 
for  consulting  services 
including  an  introduction 
to  Slim-a  friend  and  fellow 
son  of  Lebanese  Christian 
parents-according  to  a 
company  document  reviewed 
by  Bloomberg.  In  2013,  Slim  agreed 
to  promote  the  Mobli.  app  to  his 
290  million  wireless  subscribers  at 
America  Movil.  Hogeg  says  the  board 
approved  the  payment  to  Anka.  A 
spokeswoman  for  Slim  declined  to 
comment.  Mobli  had  22  million  users 
at  its  peak  in  late  2013  but  has  strug¬ 
gled  since  to  reposition  itself,  first  as  a 
visual  search  engine  and  more  recently 
as  a  social  network.  Its  resources 
“are  currently  in  severe  shortage 
and  nearly  exhausted,”  according 
to  a  September  investor  letter  seen 
by  Bloomberg.  Hogeg  says  DiCaprio 
should  have  done  more  to  help. 

In  2014,  Hogeg  created  what  he  calls 
his  greatest  marketing  experiment: 

Yo.  It  was  his  idea,  he  says,  an  app  that 
would  let  him  press  a  button  to  ping 
his  assistant’s  phone  with  the  message 
“yo.”  It  took  eight  hours  to  make  and 
only  slightly  longer  to  go  viral.  Yo  was 
briefly  among  the  most  downloaded 
apps  in  more  than  a  dozen  countries, 
and  it  attracted  $1.5  million  in  funding 
before  stalling. 

The  stakes  are  higher  for  Hogeg’s 
splashiest  recent  project.  Sirin  Labs, 
his  smartphone  startup,  has  raised 
$72  million  from  investors;  DiCaprio 
and  Hardy  came  to  the  London 
debut  for  its  leather-bound  Solarin 
luxury  phone,  priced  from  $13,800 
to  $17,400.  (Yes,  each.  Hogeg  says 
that’s  nothing  to  his  target  crowd.)  His 
formula  yielded  a  lot  of  press  atten¬ 
tion  but  few  positive  reviews.  Still,  he 
got  $72  million.  “I  know  a  lot  of  really 
good  companies  who  could  never 
have  raised  that  much  money,”  says 
David  Blumberg,  founder  and  manag¬ 
ing  partner  of  venture  firm  Blumberg 
Capital.  “Some  entrepreneurs  are 
absolutely  amazing  storytellers.” 

Throughout  this  wild  ride,  Hogeg 
says,  he’s  been  remolding  Infinity  to 
make  smart-glasses  software,  though  he 
wouldn’t  disclose  its  revenue  or  other 
financial  data.  As  ever,  he’s  ready  for 
his  next  investment,  naming  battery 
startup  StoreDot  and  robo  adviser 


-The  Pokebump 


Invest.com  as  more  serious  holdings. 
Seriousness  is'relative.  Singulariteam’s 
Tel  Aviv  headquarters  is  strewn  with 
Star  Wars  and  Batman  toys  and  statues, \ 
purple  velvet  chairs,  and  a  mannequin 
dressed  in  traditional  Kazakh  garb. 

For  all  his  bombast,  Hogeg’s  ability 
to  raise  money  fast  is  becoming  more 
of  a  selling  point  as  startup  valua¬ 
tions  jump  to  the  nine-figure  range  in 
record  time.  “There’s  no  room  to  do  a 
deal  in  six  months,”  he  says.  “What  a 
typical  Israeli  VC  will  do  in  four  to  six 
months,  we  do  in  four  to  six  weeks.” 

— Gabrielle  Coppola,  with  Sangwon 
Yoon,  Lulu  Yilun  Chen,  and  Zeke  Faux 

The  bottom  line  Hogeg’s  record  of  celebrity- 
assisted  startup  fundraising  is  incredible.  His 
startups’  products,  not  so  much. 


Video  Games 

See  Mario. 

See  Mario  Run 


►  Nintendo  is  pushing  an  iOS  game 
instead  of  a  new  console 

►  The  game  may  “remind  people 
what  was  fun  about  Mario” 

For  most  of  its  history,  Nintendo 
has  kept  a  tight  rein  on  its  popular 
characters.  Even  as  free  smartphone 
games  pulled  casual  players  away  from 
its  living  room  consoles  and  portable  DS 
■  hardware,  mustachioed  plumber  Mario 
and  the  rest  of  Nintendo’s  stable  stayed 
exclusively  on  the  company’s  own 
systems.  While  years  of  declining  sales 
failed  to  convince  executives  that  this 
was  the  wrong  strategy,  Pokemon  Go 
appears  to  have  persuaded  them. 

At  its  peak  shortly  after  its  release  in 
July,  the  monster-catching  smartphone 
game,  made  by  developer  Niantic  using 
characters  Nintendo  made  famous, 
accumulated  more  than  40  million 
daily  users  in  a  couple  of  weeks  and 
pushed  Nintendo’s  stock  up  121  percent 
that  month.  In  September,  not 
surprisingly,  Mario  creator  Shigeru 
Miyamoto  said  the  company 
mascot  was  coming  to  iOS.  “We 
want  as  many  people 
as  possible  to  be  able 
to  enjoy  playing  as 
Mario,”  he  said. 


Nintendo  stock 
price,  in  yen 

30k 


1/1/16  12/5/16 


DATA:  BLOOMBERG 


Super  Mario  Run, 
due  out  on  Dec.  15, 
is  an  old-school 
side-scrolling 
adventure  built 
around  saving  a 
princess.  To  sim¬ 
plify  controls  for 
smartphones, 
the  ol’  plumber 
is  always  moving 
from  the  left 
to  the  right  side  of  the  screen,  and 
players  must  tap  to  grab  coins,  stomp 
enemies,  and  leap  over  pits.  It’s  a 
decent  metaphor  for  Nintendo’s 
broader  strategy.  Far  ahead,  No.  1 
Sony  and  No.  2  Microsoft  are 
battling  for  holiday  shopping  dollars 
with  upgraded  versions  of  their 
PlayStation  4  and  Xbox  One  consoles, 
respectively.  Nintendo  can’t  afford 
to  stop  moving.  Its  next  console,  the 
Switch,  won’t  be  out  until  March. 

For  Nintendo,  whose  hit  characters 
have  all  been  around  for  at  least 
20  years,  retro  is  good.  Its  most  sought- 
after  console  this  year  isn’t  2012’s  Wii  U 
but  the  miniature  version  of  1985’s 
Nintendo  Entertainment  System  (NES), 
equipped  with  built-in  storage  and  an 
HDMI  port  for  use  with  today’s  TVs. 
The  $60  U.S.  version  of  the  NES  Classic 
Edition,  loaded  with  30  mostly  great 
games  ( Pac-Man ,  Donkey  Kong,  The 
Legend  ofZelda ),  sold  out  immediately 
after  its  release  last  month.  Nintendo 
says  it’s  working  to  address  the  under¬ 
supply  and  is  beginning  to  close  the 
gap  in  Japan.  Two  new  Pokemon 
games  for  Nintendo’s  portable  3DS 
system  sold  a  combined  3-7  million 
copies  in  less  than  two  weeks,  the 
company  said  on  Nov.  30. 

Super  Mario  Run,  Nintendo’s  first 
serious  experiment  with  selling  games 
without  hardware,  doesn’t  hew  to  the 
model  that  built  the  $37  billion  mobile 
game  business.  Most  mobile  mega¬ 
hits,  including  Pokemon  Go,  make 
money  from  in-game  ads.  They’re  free 
to  play,  but  as  they  get  tougher,  players 
become  tempted  to  pay  real-world 
bucks  for  special  in-game  items.  Super 
Mario  Run  has  no  ads,  and 
the  free  version  is  essen¬ 
tially  a  demo;  players 
who  want  the  best  stuff 
must  pay  a  one-time  fee  of 
$10.  “Not  many  will  pay  to 
unlock  the  full  game  except 

The  NES  Classic  Edition  ships 
with  30  retro  games  built-in 
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for  the  core  Nintendo  fan  base,”  David 
Gibson  and  Aya  Haruyama,  analysts  for 
Macquarie,  wrote  in  a  Nov.  16  report. 

The  mobile  Mario  game,  co¬ 
developed  with  social  media  company 
DeNA,  may  be  better  thought  of  as  a 
marketing  tool  than  a  revenue  source. 
The  Macquarie  analysts  estimated  that 
more  than  1  billion  people  will  play 


Super  Mario  Run 


pecially  once 
id  and  in  China. 


the  free  version  of 
the  next  three  years, 
it’s  available  for  Andr 
Even  the  free  version 
may  help  draw  people 
to  other  Nintendo- 
branded  mobile  games, 
hardware,  and  coming 
branded  attractions  at 
Universal  theme  parks, 
among  others. 

The  goal  is  “to  remind 
people  what  was  fun 
about  Mario,”  says  Daniel  Ahmad,  an 
analyst  for  researcher  Niko  Partners. 
If  that  leads  them  to  pay  for  other 
Nintendo  products,  the  plumber  will 
have  done  his  job.  — Bruce  Einhorn 
and  Yuji  Nakamura 


The  bottom  line  Nintendo’s  first  experiment 
with  smartphone  games  requires  a  steep-for- 
smartphones  $10  fee  for  the  best  stuff. 


Robots 


Apple  Is  Bringing 
Drones  to  a  Map  Fight 


►  The  company  quietly  won  FAA 
approval  for  flying  data  collectors 


►  “There’s  a  huge  data-quality 
issue  there” 

More  than  four  years  after  the 
disastrous  launch  of  Apple  Maps,  the 
company  is  still  trying  to  erase  the 
stigma  that  followed  the  app’s  early 
wave  of  glaring  errors,  including  a 
grocery  store  marked  as  a  hospital 
and  an  incorrect  airport  address.  As 
recently  as  August,  Craig  Federighi, 
Apple’s  senior  vice  president  for 
software  engineering,  was  rehashing 
the  issue.  “I  don’t  think  we  initially 
appreciated  all  the  kinds  of  technol¬ 
ogy  we  would  need,”  he  told  Fast 
Company  magazine,  assessing  the 
trouble  his  team  had  updating  the  ► 
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◄  mapping  software.  “There’s  a  huge 
data-quality  issue  there.” 

Since  its  initial  flop,  Apple  has 
made  its  Maps  more  reliable  and 
faster  to  respond  to  street  changes. 

Like  Google,  the  company  has  added 
features  for  navigating  public  transit 
and  incorporated  outside  services 
such  as  Uber.  Now,  according  to 

people  familiar  with 
the  matter,  it’s  trying  to 
leapfrog  Google  Maps 
in  the  accuracy  depart¬ 
ment,  using  new  indoor- 
navigation  features  and 
an  army  of  drones. 

The  idea  is  that 
flying  robots  can 
capture  and  update 
w  map  data  faster  than  fleets  of 
camera-rigged  minivans.  In  Seattle, 
Apple  is  assembling  a  team  of  robot¬ 
ics  and  data-collection  experts,  with 
at  least  one  hire  from  quadcopter- 
crazy  Amazon.com,  to  figure  out  how 
to  zoom  drones  around  street  signs, 
track  construction  zones,  and  monitor 
other  changes  to  roadways,  says  a 
person  familiar  with  its  efforts.  The 
team  is  also  working  on  adding  views 
from  inside  airports,  museums,  and 
other  buildings  to  its  mapping  soft¬ 
ware  next  year,  as  well  as  a  feature 
that  would  advise  drivers  on  lane 
changes,  a  second  person  says.  Apple 
declined  to  comment. 

In  September  2015  the  company 
filed  for  an  exemption  for  commercial 
drone  flights  from  the  Federal  Aviation 
Administration,  documents  obtained 
by  Bloomberg  show.  In  March  the  FAA 
approved  Apple’s  use  of  “an  unmanned 
aircraft  system  to  conduct  data  collec¬ 
tion,  photography,  and  videography,” 
according  to  one  of  the  documents. 
They  also  show  the  company  has  com¬ 
mitted  to  FAA  prohibitions,  which  the 
agency  is  hoping  to  eventually  loosen, 
on  flights  over  people  and  buildings 
and  a  requirement  that  drones  remain 
in  sight  of  the  operator. 

Apple  acquired  startup  Indoor.io 
last  year  to  help  develop  its  inte¬ 
rior  mapping  project,  says  a  person 
familiar  with  the  matter.  Apple  con¬ 
firmed  buying  Indoor.io  but  declined 
to  say  why.  In  2013  the  company 
bought  WiFiSlam,  another  startup 
with  expertise  in  indoor  navigation. 

For  Apple  and  Google,  digital  maps 
are  important  sources  of  data.  Google 


was  the  early  mover-its  Maps  app  was 
available  for  iPhones  five  years  before 
Apple’s-and  Google  Maps’  higher 
overall  user  base  has  helped  it  remain 
the  better  product,  says  Ben  Bajarin, 
a  principal  at  researcher  Creative 
Strategies.  “There  are  simply  more 
details  of  the  driving  experience  in 
Google  Maps,”  he  says,  “and  their  neat 
feature  to  predict  traffic  in  the  future.” 

Drones  and  indoor  mapping 
may  offer  Apple  an  inroad  to 
augmented-reality  technology,  Bajarin 
says.  Firsthand  video  of  a  condo, 
hotel,  or  foreign  city  has  obvious 
appeal.  But  ultimately,  he  adds,  the 
most  important  input  will  come 
from  users.  “The  more  people  Apple 
has  using  Maps,  the  better  every 
element  of  the  experience  can  be.” 

— Mark  Gurman  and  Alan  Levin 

The  bottom  line  Apple,  using  drones  and  data 
from  indoor  sources,  is  working  on  a  plan  to  take 
on  Google  Maps. 


E-Commerce 


Airbnb  Inches  Its  Way 
Into  China 


r\ 
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►  The  startup  is  partnering  with 
tech  leaders  and  local  officials 


►  “Our  strategy  is  to  work  closely 
with  regulators” 

When  Uber  retreated  from  China  this 
summer,  it  seemed  like  a  bellwether 
for  U.S.  companies  trying  to  push  their 
way  into  the  country.  The  world’s  most 
valuable  venture-backed  startup  lost 
at  least  $2  billion  in  the  world’s  most 
populous  nation  in  two  years,  accord¬ 
ing  to  people  familiar  with  the  matter, 
trying  to  build  market  share  with  free 
rides.  In  the  end  it  sold  its  China  oper¬ 
ations  to  local  leader  Didi  Chuxing. 
Now,  America’s  second-most-valuable 
startup  is  betting  it  can  do  better. 


“There  are  simply 
more  details  of  the 
driving  experience 
in  Google  Maps  and 
their  neat  feature 
to  predict  traffic  in 
the  future.” 

- Ben  Bajarin, 

Creative  Strategies 


Where  Uber  rushed  in,  Airbnb  has 
taken  its  time  building  relationships 
with  China’s  industry  leaders  and  gov¬ 
ernment  officials.  A  2014  partnership 
with  Alibaba  made  it  easy  for  Chinese 
users  to  pay  for  Airbnb  rentals  with 
Alipay,  the  local  equivalent  of  PayPal. 

A  partnership  deal  with  Tencent, 
finalized  in  February,  got  Airbnb 
built  into  WeChat,  China’s  dominant 
messaging  app.  This  year,  Airbnb  has 
teamed  up  with  the  governments  of 
four  major  cities,  including  Shanghai 
and  tech  hub  Shenzhen,  for  ambigu¬ 
ous  tourism  promotions  that,  among 
other  things,  mean  the  service  is 
welcome  in  those  popular  spots. 

And  on  Dec.  7,  Airbnb  began  storing 
data  relevant  to  its  China  operations 
on  servers  in-country,  meaning  offi¬ 
cials  can  access  them,  an  early  move 
to  comply  with  a  national  law  due  to 
take  effect  next  summer.  “Our  strat¬ 
egy  is  to  work  closely  with  regula¬ 
tors  and  build  through  on-the-ground 
partners,”  says  Airbnb  Chief  Financial 
Officer  Laurence  Tosi,  who’s  spending 
most  of  his  time  leading  the  nascent 
China  subsidiary.  Airbnb  says  it’s  just 
trying  to  work  within  the  letter  of  the 
coming  law  and  notes  that  data  not 
pertaining  to  Chinese  bookings  will 
remain  off-limits  to  the  government. 

Tosi,  who  quietly  signed  on 
last  year  from  private  equity  firm 
Blackstone,  says  Airbnb  China, 
which  has  about  30  employees  and 
75,000  listings  in  the  country,  plans 
to  increase  its  staff  to  300  in  two 
years.  He  says  the  company  will  focus 
efforts  on  recruiting  and  marketing, 
though  he  wouldn’t  say  how  much 
has  been  allocated  for  either. 

Airbnb  is  also  bidding  more  directly 
for  market  share.  The  company  is  in 
talks  to  purchase  local  rival  Xiaozhu, 
a  four-year-old  startup  with  about 
100,000  listings.  This  would  give 
Airbnb  a  better  shot  against  China’s 
ostensible  market  leader,  Tujia, 
which  lists  more  than  450,000  homes 
and  is  adding  more  from  recent 
acquisitions.  Tujia  has  raised  at 
least  $458  million  in  funding  in  its 
five  years,  including  from  Chinese 
travel  giant  Ctrip  and  Expedia 
subsidiary  HomeAway. 

“It  will  be  very  hard  for  Airbnb  to 
expand  in  China  alone  via  organic 
growth,”  says  Marie  Sun,  an  analyst  at 
Morningstar  Investment  Service.  Still, 
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she  says,  the  country’s  home-sharing 
market  “is  at  a  very  early  stage.” 

Listings  totals  don’t  provide  the 
whole  picture.  At  any  given  moment, 
about  l  percent  of  Tujia’s  listings 
are  occupied,  according  to  internal 
documents  reviewed  by  Bloomberg 
News.  That  may  help  explain  why  the 
best  three-month  performance  Tujia 
has  reported,  for  the  quarter  ended 
in  June,  produced  less  than  $2  million 
in  revenue,  according  to  the  docu¬ 
ments.  Tujia  President  Zhuang  Hai 
says  revenue  numbers  are  mislead¬ 
ing  and  volume  is  most  important. 
“Whoever  controls  the  traffic  and  has 
the  most  transactions  will  win  the 
upper  hand,”  he  says. 

While  Airbnb  declined  to  provide 
its  occupancy  rates,  a  person  close 
to  the  company  says  it  floats  from 
8  percent  to  12  percent  in  China, 
compared  with  a  city-to-city  range 
of  12  percent  to  18  percent  in  the  U.S. 
Zhuang  says  Tujia’s  advantage  lies 
partly  in  its  wider  range  of  services, 
such  as  helping  property  owners 
clean  and  manage  these  rentals.  But 
he  acknowledges  that  Airbnb  is  a 
strong  competitor  in  several  of  China’s 
major  cities,  including  Beijing. 

Airbnb’s  compliance  with  Chinese 
data  laws  is  less  of  an  issue  for  its 
business  than  the  local  audience’s 
unfamiliarity  with  home  sharing,  says 
Arun  Sundararajan,  a  business  pro¬ 
fessor  at  New  York  University  who 
specializes  in  research  on  digital 
marketplaces.  “The  trust  necessary 
to  hand  over  an  apartment  to  a 
stranger-the  bar  is  higher  in  China,” 
he  says.  One  of  its  investors  says 
Airbnb  is  more  worried  about  its  rela¬ 
tionship  with  Baidu,  China’s  leading 
search  engine.  The  two  companies 
are  negotiating  a  deal  similar  to 
those  Airbnb  struck  with  Alibaba  and 
Tencent,  the  investor  says. 

Tosi  says  his  priority  is  finding 
Airbnb  China  a  chief  executive  officer. 
“As  with  all  things  related  to  our 
China  plan,”  he  says,  “we  are  moving 
extremely  slowly,  carefully,  and 
deliberately.”  — Olivia  Zaleski  and 
Lulu  Yilun  Chen 


The  bottom  line  As  Uber  slinks  away,  Airbnb 
is  working  with  the  government  and  local  tech 
leaders  to  build  its  business  in  China. 
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Oilfield  Cleanup  Tools 

Earthquakes  tied  to  oilfield  wastewater  dumping  are  a  major 
problem  in  Oklahoma.  This  year  the  state  has  suffered  more 
than  500  earthquakes  of  magnitude  3.0  or  higher;  from  2004 
to  2008,  the  five  years  before  the  fracking  boom,  there  were 
nine.  So  a  handful  of  water  management  companies  are 
experimenting  with  ways  to  reduce  the  pouring  of  drilling 
wastewater  back  into  the  ground.  Cost  is  a  principal  concern, 
because  existing  techniques  are  expensive.  The  market  for 
handling  the  water  in  Oklahoma  is  about  $3  billion,  according 
to  consulting  firm  CAP  Resources.  — David  Wethe 


Mobile 

Evaporator 


Innovator 

Anurag  Bajpayee 

Title  Chief  executive 
officer  of  Gradiant, 
a  three-year-old, 
50-employee  company 
in  Woburn,  Mass. 


MIT  grad  Bajpayee  is  building  an  automated 
evaporator  that  fits  in  a  large,  rectangular 
gray  box  on  the  back  of  an  18-wheeler.  It’s 
designed  to  release  as  much  as  two-thirds  of 
the  wastewater  back  into  the  air  as  clean  water 
vapor,  depending  on  the  salt  content.  What’s 
left  will  still  be  pumped  back  underground, 
Bajpayee  says,  or  perhaps  reused  in  some 
drilling  operations.  He  says  he’s  in  talks  with 
three  drilling  companies  to  deploy  his  first 
machine  in  Oklahoma  early  next  year. 


Inductive 

Evaporator 


Innovator 

Mike  Keller 

Title  President  of 
Produced  Water 
Technologies,  a 
Tulsa  startup  with 
six  employees 


The  Oklahoma  entrepreneur,  who’s  spent 
40  years  working  on  waste  management 
technology  for  refineries  and  chemical  plants, 
proposes  to  capture  waste  heat  from  pipeline 
compressors  (he  won’t  say  how)  to  evaporate 
the  clean  water  from  drilling  waste,  meaning 
companies  won’t  have  to  spend  money 
generating  that  heat  independently.  Keller  says 
he’s  aiming  to  cut  the  amount  of  wastewater 
sent  back  underground  by  about  half. 


Innovator 

Brian  Kalt 

Title  President 
of  Fairmont  Brine 
Processing,  a 
four-year-old, 
65-employee  company 
in  Fairmont,  W.Va. 


Kalt  wants  to  build  a  plant  to  extract  salt  particles 
from  wastewater  and  release  the  cleaned-up 
water  into  rivers.  He  says  he  can  process  a 
barrel  of  wastewater  for  $1.50,  about  what 
disposing  of  it  underground  costs.  He  plans 
to  sell  the  extracted  salt  for  use  on  icy  roads, 
as  a  water  softener  in  large  industrial  boilers, 
and  to  help  keep  coal  piles  from  freezing  in 
winter.  Kalt,  a  former  Marine  officer  who  served 
in  Iraq,  already  uses  the  process  to  clean  water 
from  natural  gas  wells. 


Clean  Enough 
for  Fracking 


Innovator 

Clane  LaCrosse 

Title  CEO  of  Bosque 
Systems,  a  nine-year- 
old,  300-employee 
company  in  Fort  Worth 


Oklahoma  native  LaCrosse  is  the  only 
one  in  the  state  already  working  to  clean 
drilling  wastewater.  His  company  treats 
about  10  million  barrels  a  month,  using 
techniques  like  filtration  to  make  it  clean 
enough  for  his  eight  clients  to  reuse  in  their 
next  wells.  Fracking  is  such  a  water-hungry 
enterprise  that  Bosque  never  has  any 
cleaned  wastewater  left  unused,  LaCrosse 
says.  The  company  often  has  to  add  some 
freshwater  to  the  recycled  stuff. 
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►  After  a  defeat,  Italy’s  Matteo  Renzi  will  leave  the  quandary  of  ailing  lenders  unsolved 


►  It’s  “a  huge  drag  on  growth,  but  it  won’t  solve  itself  spontaneously” 


It’s  Italy’s  turn.  Europe’s  fourth-biggest 
economy  is  the  latest  affluent  democ¬ 
racy  to  experience  a  political  upheaval, 
after  voters  on  Dec.  4  defeated  a  con¬ 
stitutional  referendum  on  government 
reforms  backed  by  Prime  Minister 
Matteo  Renzi.  He’s  tendered  his  res¬ 
ignation,  and  while  power  is  likely  to 
pass  to  an  interim  government,  pop¬ 
ulist  parties  on  the  left  and  right  are 
calling  for  snap  elections. 

In  the  eyes  of  the  markets,  the 
main  risk  isn’t  the  drama  unfolding  in 
the  halls  of  power  in  Rome.  This  is  a 
country  that’s  flipped  through  more 
than  60  governments  since  World 
War  II,  so  what’s  one  more?  Italy’s 
shaky  banks  are  the  real  worry. 

Saddled  with  €360  billion 
($387  billion)  in  soured  loans,  which 
equals  a  fifth  of  Italy’s  economic  output, 
the  country’s  top  12  banks  have  lost 
more  than  half  their  stock  value  so  far 
this  year.  The  industry  is  in  dire  need 
of  stability,  and  the  political  turmoil 
has  added  a  new  uncertainty.  “From 
today  on,  this  becomes  a  banking 
story,”  Megan  Greene,  chief  economist 
at  Manulife  Asset  Management,  told 


Bloomberg  Television  after  the  vote. 

Still,  short-term  market  moves  can 
confound  expectations.  Shares  of 
UniCredit,  Italy’s  largest  lender,  with 
€874  billion  in  assets,  jumped  18  percent 
in  the  three  trading  days  after  the  polls 
closed.  Investors  had  already  assumed 
a  “no”  result  and  priced  that  into 
their  valuations  for  bank  stocks,  says 
Federico  Santi,  an  analyst  with  Eurasia 
Group.  But  they  may  be  underestimat¬ 
ing  the  political  risks  that  could  arise 
over  the  next  few  months,  including  the 
possibility  of  an  election  before  the  one 
scheduled  in  2018.  “All  of  the  factors 
that  contributed  to  Renzi’s  defeat  will 
still  be  present  in  2017,”  Santi  says. 

All  eyes  are  on  Banca  Monte  dei 
Paschi  di  Siena,  a  544-year-old  institu¬ 
tion  that  epitomizes  the  shoddy  under¬ 
writing  that’s  plagued  so  much  of 
Italy’s  financial  system.  The  bank  has 
€27.7  billion  in  bad  loans  it’s  trying  to 
sell.  Monte  Paschi  has  already  burned 
through  €12  billion  in  cash  it  received 
from  bailouts  and  share  sales  over 
the  last  few  years,  and  the  European 
Central  Bank  says  it  still  needs  to 
improve  its  capital  position.  Now  Monte 


Paschi  is  going  back  to  the  well  again, 
by  preparing  to  raise  €5  billion  worth  of 
capital  from  investors. 

Even  before  the  referendum,  this 
was  going  to  be  challenging.  Now? 

It  may  be  quixotic.  On  Dec.  6,  Chief 
Executive  Officer  Marco  Morelli  per¬ 
suaded  the  bank’s  bondholders  to 
swap  about  €1  billion  of  subordi¬ 
nated  notes  for  stock,  a  significant 
step  forward  in  selling  the  plan. 
Stockholders,  unlike  bondholders, 
don’t  have  to  be  paid  back,  so  trading 
debt  for  equity  relieves  pressure  on  a 
balance  sheet. 

Morelli  still  needs  to  win  over  heavy 
hitters  such  as  sovereign  wealth  funds 
to  seal  the  deal.  If  that  doesn’t  work,  he 
may  turn  to  the  Italian  state  for  help. 
Government  officials  have  been  pre¬ 
paring  such  a  plan,  according  to  people 
familiar  with  the  situation.  On  Dec.  7 
the  bank  said  it  wanted  until  Jan.  20  to 
raise  capital  by  private  means. 

It’s  no  longer  easy  to  extend 
taxpayer-funded  lifelines  to  banks  in 
Europe.  Under  new  European  Union 
rules,  bond  and  stock  investors  have 
to  absorb  losses  first.  In  Italy,  many 
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investors  in  troubled  banks  aren’t 
hedge  funds  or  institutions-they’re 
households,  small  businesses,  and 
individual  depositors.  If  the  state  hits 
them  with  heavy  losses,  there  will  be 
a  political  price  to  pay.  However,  it’s 
possible  the  ECB  will  approve  a  way 
to  protect  individuals  from  losses  by 
reimbursing  them. 

A  prime  beneficiary  of  any  national 
outrage  against  banks  and  their  govern¬ 
ment  protectors  will  be  the  Five  Star 
Movement  and  other  populist  parties. 

If  a  snap  election  is  called,  polls  show 
the  Five  Star  Movement  would  prob¬ 
ably  win.  The  party  wants  to  hold  a  ref¬ 
erendum  on  quitting  the  euro  zone.  No 
member  of  the  19-country  monetary 
union  has  ever  left-such  a  departure 
could  destabilize  the  euro. 

Even  if  Monte  Paschi  completes  its 
recapitalization,  it  won’t  be  enough  to 
break  the  cycle  of  crisis  that’s  trapped 
Italy  for  years,  says  Sony  Kapoor,  the 
managing  director  of  Re-Define,  a 
London-based  research  group.  The  sit¬ 
uation  may  be  traced  to  a  decision  Italy 
made  in  2012,  when  the  debt  crisis  was 
threatening  the  solvency  of  overlever¬ 
aged  Mediterranean  countries.  Spain 
used  a  €59  billion  bailout  to  reboot  its 
troubled  banking  sector,  and  now  its 
economy  is  growing  at  a  3  percent  clip. 
Italy,  which  hadn’t  indulged  in  the  real 
estate  speculation  that  crippled  Spanish 
lenders,  chose  not  to  seek  a  bailout.  But 
recessions  have  swept  the  economy, 
and  banks  have  grown  weaker  as  dis¬ 
tressed  borrowers  default  on  loans. 
Italy’s  gross  domestic  product  per 
capita  today  is  lower  than  it  was  in  1999. 

With  the  banks  being  stingier  with 
loans  as  they  manage  their  losses, 

Renzi  and  his  predecessors  labored  to 
get  the  economy  going  with  one  arm 
tied  behind  their  backs.  “The  Italian 
banking  problem  is  a  huge  drag  on 
growth,  but  it  won’t  solve  itself  sponta¬ 
neously,”  says  Nicolas  Veron,  a  senior 
fellow  with  Bruegel,  a  Brussels-based 
think  tank.  He  says  political  and  finance 
leaders  need  to  agree  on  a  plan  to  clean 
up  the  lenders  once  and  for  all. 

One  way  to  start  would  be  jolting 
the  economy  with  a  stimulus  program, 
such  as  an  infrastructure  package, 
Kapoor  says.  A  burst  of  short-term 
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growth  would  help  banks  “reduce 
outstanding  bad  loans,  which  would 
help  alleviate  political  backlash  against 
the  establishment,”  Kapoor  says. 

“But  will  the  next  government  be 
able  to  do  that  in  the  next  18  months? 
Italy’s  problems  look  so  intractable.” 
— Edward  Robinson  and  Sonia  Sirletti 

The  bottom  line  Italy’s  banks  are  carrying  a  huge 
load  of  bad  debt,  and  political  turmoil  isn't  making 
that  any  easier  to  solve. 


After  Brexit 


Playtime  for  London’s 
Fintech  Companies 


►  Businesses  can  try  out  ideas 
with  fewer  rules 


►  Getting  started  “without  the 

regulatory  ambiguity” 

While  Brexit  may  be  threatening 
London’s  reputation  as  the  banking 
and  trading  capital  of  Europe,  the 
financial  technology  industry  in  the 
U.K.  has  found  an  unlikely  champion: 
its  regulator. 

Consider  the  case  of  SETL.  The 
London-based  company  says  it  became 
the  first  to  use  a  digital  ledger,  the  same 
technology  behind  the  virtual 
currency  bitcoin,  to  process 
retail  transactions  made  in 
conventional  currencies. 

It  raised  $39-5  million 
from  angel  investors  after 
Britain  voted  to  leave  the 
European  Union  in  June. 

Peter  Randall,  SETL’s 
chief  executive  officer, 
says  the  Financial  Conduct 
Authority  (FCA)  should  “get  enormous 
credit”  for  helping  make  London  a 
center  for  fintech. 

Randall  says  piloting  his  product 
would  have  taken  longer  without  the 
U.K.’s  “sandbox,”  an  experimental 
program  that  waives  some  regulations 
for  entrepreneurs  and  established  busi¬ 
nesses  with  new  ideas.  Since  2010  the 
British  government  has  been  trying 
to  encourage  new  types  of  finance  as 


traditional  banks  struggle  to  recover 
from  the  financial  crisis.  For  the 
program’s  first  group  of  companies,  the 
FCA  picked  24  out  of  69  applicants. 

Any  company  that  wants  to  do  some¬ 
thing  the  FCA  regulates-ffom  managing 
an  investment  to  issuing  electronic 
money-normally  has  to  be  authorized. 
Companies  in  the  sandbox  get  to  test  an 
idea  first  and  can  talk  with  the  regula¬ 
tor  about  how  its  rules  will  be  applied 
to  their  product.  That  takes  some  of  the 
risk  out  of  a  new  idea:  It’s  hard  to  know 
how  regulators  will  view  a  proposition 
they’ve  never  seen. 

During  the  test,  which  can  last  as  long 
as  six  months,  a  company  doesn’t  have 
to  worry  about  breaching  regulations  if 
it  follows  the  FCA’s  guidance.  “We  have 
been  able  to  go  to  market  without  the 
regulatory  ambiguity  that  can  kill  highly 
innovative  services,”  says  Edan  Yago, 
CEO  of  Epiphyte,  a  trade-settlement 
company  accepted  into  the  program. 
After  the  test,  a  business  or  product 
faces  the  same  rules  as  everyone  else. 

London  is  looking  for  any  advantage 
it  can  get.  Frankfurt,  Amsterdam,  and 
other  cities  are  suddenly  more  compet¬ 
itive  as  financial  hubs,  because  they’ll 
remain  within  the  EU’s  single  market. 
Brexit  might  also  limit  London’s  ability 
to  draw  the  most  talented  employees 
from  the  rest  of  Europe.  Venture  capi¬ 
talists  have  shied  away  from  the  U.K.’s 
fintech  sector  since  the  refer¬ 
endum.  Funding  dropped 
26  percent  in  the  third 
quarter  from  a  year  earlier, 
to  $532  million,  accord¬ 
ing  to  Innovate  Finance, 
a  trade  association. 
Investors  have  canceled 
or  delayed  funding  for  at 
least  30  British  startups 
since  the  Brexit  vote. 

The  FCA’s  approach  can  be  a  draw 
for  some  businesses-Epiphyte  moved 
from  San  Francisco  to  London  in  large 
part  because  of  it.  “Sandbox  or  no,  the 
regulation  in  the  U.K.  was  superior,” 
Yago  says.  Entrepreneurs  and  lawyers 
say  the  regulator  is  unusually  open 
to  novel  products  and  services.  “I’ve 
heard  clients  who  have  gone  to  the 
regulator  to  talk  about  their  new 
startups  and  found  the  next  thing  is  ► 
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◄  the  FCA  saying,  ‘That’s  interesting. 
Can  we  talk  to  you  and  see  you?”’ 
says  Emily  Reid,  a  partner  at  law  firm 
Hogan  Lovells. 

Singapore,  Australia,  and  other  coun¬ 
tries  are  working  on  similar  programs, 
but  the  U.K.’s  sandbox  “is  a  world  first,” 
says  David  Geale,  the  FCA’s  director 
of  policy.  “We  are  most  advanced  in 
terms  of  being  through  the  process.” 
The  hope  is  that  London  will  be  able  to 
build  on  its  lead.  —John  Detrixhe 

The  bottom  line  Brexit  was  a  blow  to  the  London 
fintech  scene,  but  a  special  regulatory  program  is 
giving  some  U.K.  companies  a  hand. 


Wall  Street 


Where  a  Graying  Herd 
Still  Thunders 


►  A  broker  builds  a  business  around 

the  people  banks  have  been  firing 

►  “The  market  for  talent  has  been 

the  best  I’ve  seen  it” 

After  a  quarter-century  at  Morgan 
Stanley,  Arthur  Main  was  let  go  from 
his  job  and  found  himself-like  many 
finance  types  who  came  of  age  in  the 
’8os-on  the  wrong  side  of  a  genera¬ 
tional  divide.  He’s  a  relationships  guy 
in  a  tech-driven  business.  And  so,  at  54, 
he’s  working  at  one  of  the  last  stops  on 
Wall  Street:  a  small  Chicago  trading  firm 
called  TJM  Institutional  Services.  He 
considers  himself  lucky. 

“Being  my  age  is  a  hindrance  for 
a  lot  of  people,”  Main  says,  keeping 
his  eyes  fixed  on  the  charts  and  chat 
boxes  arrayed  across  his  computer 
screens.  “They  don’t  continue  to  learn, 
they  don’t  embrace  technology.  They 
try  to  fit  that  square  peg  in  the  round 
hole,  and  their  skill  set  doesn’t  apply 
anymore.” 

From  the  ninth  floor  of  a  modest 
office  building  wedged  between  a 
7-Eleven  and  a  shoe-repair  shop,  TJM  is 
making  a  name  for  itself  as  a  refuge  for 
the  finance  sector’s  graying  castaways. 
The  idea  is  that  by  using  their  wits, 
experience,  and  connections,  they  can 
still  get  hedge  funds  and  pensions  to 
trade  with  them  in  niches  where  com¬ 
puters  have  yet  to  take  over. 

For  Main  and  others  like  him,  it’s  a 


shot  at  staying  in  finance  as  they  finish 
their  careers.  “Everyone  we’re  hiring 
is  coming  from  a  bank,”  says  Steve 
Beitler,  TJM’s  chief  executive  officer. 
“The  market  for  talent  has  been  the 
best  I’ve  seen  it,  because  they’re  all 
getting  fired.” 

Post-crisis  regulation  and  shrinking 
bond-trading  revenue  have  compelled 
banks  to  cut  costs.  Electronic  trading 
platforms  have  also  taken  a  toll.  In 
the  past  five  years,  the  biggest  global 
companies  have  culled  almost  10,000 
trading  and  investment  banking  jobs, 
according  to  research  firm  Coalition. 
Older,  higher-paid  traders  and  sales¬ 
people  have  been  especially  vulnerable. 

Beitler  and  his  partner,  Thomas 
Murphy,  are  taking  advantage.  In  the 
past  three  years,  TJM  has  doubled  in 
size,  with  160  people  working  as  con¬ 
tractors.  It’s  added  brokers  in  govern¬ 
ment  bonds,  equities,  and  currencies 
and  opened  outposts  in  New  York, 
Florida,  and  London. 

To  keep  costs  low,  TJM  offers  little 
more  than  a  workstation  and  a  phone. 
New  hires  must  come  with  their  own 
clients.  If  they  don’t  generate 
commissions  in  a  given  month, 
they  don’t  get  paid.  No  depart¬ 
ments  produce  research  or  issue 
corporate  bonds  to  get  inves¬ 
tors  to  call.  The  trade-off  is  that 
brokers  get  to  keep  as  much  as 
75  percent  of  their  commissions, 
more  than  at  bigger  rivals  such 
as  Cantor  Fitzgerald  or  Jefferies. 

For  Main,  it’s  a  far  cry  from 
his  days  at  Morgan  Stanley,  where  he 
catered  mostly  to  proprietary  traders 
who  invested  the  bank’s  own  money. 
Banks  had  to  walk  away  from  such 
trading  because  of  financial  regula¬ 
tion.  In  May  2012,  when  he  got  a  plaque 
for  his  25th  anniversary,  the  clerk  who 
handed  it  to  him  joked  that  the  last 
person  who  received 
one  was 


dismissed.  Four  months  later,  he  got 
the  call:  It  was  his  time.  “It  was  pretty 
devastating,”  Main  says.  “But  it’s 
worked  out  OK.” 

For  the  past  few  years,  his  specialty 
has  been  cbntracts  on  Eurodollar  rates, 
which  is  the  interest  paid  on  U.S.  cur¬ 
rency  held  at  foreign  banks.  Because 
of  their  complexity,  they’ve  largely 
resisted  the  move  to  trading  on  elec¬ 
tronic  screens.  About  three-quarters 
of  Eurodollar  options  are  still  bought 
and  sold  on  the  trading  floor,  accord¬ 
ing  to  CME  Group,  which  operates  the 
Chicago  Board  of  Trade.  Main  tries  to 
give  his  clients  insights  they  can’t  get 
elsewhere.  He’s  built  a  database  of  large 
options  trades,  which  helps  him  divine 
the  intentions  of  big  players  and  gener¬ 
ate  trading  ideas. 

For  those  making  a  go  of  it  alone  after 
a  lifetime  at  a  big  investment  bank, 
having  strong  relationships  is  just  the 
start.  A  broker  who  helps  match  buyers 
and  sellers  of,  say,  corporate  bonds 
can’t  count  on  calls  from  clients  eager 
for  a  slice  of  the  next  hot  offering.  “A 
lot  of  salespeople  thought  the  job  was 
easy,”  says  Franco  Mancini,  an 
ex-Goldman  Sachs  broker  who 
works  at  Tradition,  an  indepen¬ 
dent  bond-trading  shop.  Once 
on  the  outside,  “the  phones  stop 
ringing  completely,”  he  says. 

Many  can’t  hack  it,  says  TJM’s 
Murphy.  And  success  can  often 
mean  earning  far  less.  “People 
used  to  making  $800,000  a 
year  have  a  hard  time  adjust¬ 
ing  down.  Their  consumption  changes, 
they  have  to  sell  their  house,  pull  their 
kids  out  of  private  school,”  he  says. 

The  difference  between  a  good  day 
and  a  bad  one  can  be  vanishingly  small. 
In  mid-September,  Main  lost  a  commis¬ 
sion  to  a  competitor  who  bested  him 
on  price  by  0.0002  percentage  point. 

If  Eurodollar  trading 
eventually 
moves  to 

_ _  screens, 


“People  used 
to  making 
$800,000  a  year 
have  a  hard  time 
adjusting  down. 
...They  have  to 
sell  their  house, 
pull  their  kids 
out  of  private 
school.” 

- Thomas 

Murphy,  TJM 
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whether  he’d  want  to  stick  around 
after  that.  He  might  join  one  of  his  cli¬ 
ent’s  firms  or  start  a  business  outside 


Digits 


finance.  “I  wouldn’t  say  it’s  bad,”  he 
says.  “It’s  progress,  like  the  horse  and 
buggy  going  away.  You  adapt,  or  you 
die.”  — Hugh  Son 


The  bottom  line  TJM  gives  former  Wall  Street 
stars  a  desk  and  a  phone,  but  they  have  to  drum 
up  their  own  business. 


Terrorism 


Assets  in  the  Fidelity  500  Index  Fund,  which  passively  tracks  the  S&P  500, 
on  Nov.  30.  That  makes  it  the  largest  run  by  Fidelity,  long  known  for  its  actively 
managed  funds,  such  as  the  $104  billion  Contrafund  and  $14  billion  Magellan 


Who’ll  Pay  to  Protect 
Trump’s  Towers? 


►  The  U.S.  president’s  name  will  be 
on  skyscrapers  around  the  world 


►  “A  normal  crowded  place  that 

becomes  a  high-risk  place” 

As  Donald  Trump  prepares  to  assume 
the  presidency,  luxury  towers  from 
Istanbul  to  Manila  that  bear  his  name 
have  become  de  facto  emblems  of  the 
U.S.  government,  making  them  poten¬ 
tial  terrorist  targets.  Figuring  out  how  to 
protect  them-and  who  should  pay-is  a 
complex  ethical  and  legal  dilemma. 

“If  a  terrorist  is  looking  for  a  sym¬ 
bolic  American  target  to  hit  that’s  rel¬ 
atively  accessible,  tall  buildings  with 
the  new  president’s  name  embla¬ 
zoned  on  them  would  be  very  attrac¬ 
tive,”  says  Matthew  Bryza,  a  former 
U.S.  ambassador  to  Azerbaijan  and  a 
senior  fellow  at  the  Atlantic  Council. 

“It  would  be  very  expensive  to  protect 
them  as  well.  It’s  worrisome.” 

The  security  question  will  persist 
regardless  of  what  measures  Trump 
takes  to  step  back  from  his  business, 
which  he  plans  to  announce  on  Dec.  15. 
If  he  hands  management  or  ownership 
of  the  business  to  his  grown  children, 
the  Trump  name  would  likely  remain 
on  skyscrapers  in  cities  that  are  already 
on  high  alert  for  terrorist  attacks. 

Trump  has  acknowledged  that  his  elec¬ 
tion  makes  his  name  “a  hotter  brand,” 
but  he  hasn’t  publicly  addressed  how 
the  buildings  should  be  protected. 

“It’s  asking  for  trouble,”  says  Richard 
Painter,  who  was  George  W.  Bush’s 
White  House  ethics  lawyer.  “We  have 
to  have  protection  for  those  build¬ 
ings.”  Foreign  governments  may 


have  to  expand  security  at  Trump- 
branded  properties  unless  the  Trump 
Organization  or  its  partners  pay  for 
enhanced  protection,  he  says.  The  U.S. 
Constitution  bars  officials  from  accept¬ 
ing  gifts  or  payment  from  foreign 
governments,  but  whether  such  height¬ 
ened  protection  would  be  considered 
payment  is  unclear.  “Will  it  be  U.S.  tax¬ 
payer  money  or  foreign  government 
money?”  Painter  asks.  “Foreign  gov¬ 
ernment  funding  raises  constitutional 
issues.”  Painter  adds  that  an  attack  on 
a  Trump-branded  building  could  even 
draw  the  U.S.  into  a  military  conflict. 

Amanda  Miller,  vice  president  for 
marketing  at  the  Trump  Organization, 
says  the  company  doesn’t  comment 
on  its  security  measures.  The  CIA  and 
the  FBI  likely  will  be  examining  the 
threat  against  Trump  properties,  says 
Chris  Phillips,  the  former  head  of  the 
U.K.’s  National  Counter  Terrorism 
Security  Office.  “They’re  landmark 
targets,”  he  says.  “You  suddenly  have  a 
normal  crowded  place  that  becomes  a 
high-risk  place.  Most  of  the  properties 
will  be  in  places  where  you  can’t  get 
people  away.” 

Colin  Clarke,  a  terrorism  expert  at  the 
Rand  Corp.,  adds  that  “al-Qaeda  is  into 
symbolic  attacks.  Then  you  have  the 
added  bonus  of  having  Trump’s  name 
slapped  on  these  buildings  and  all  his 
divisive  rhetoric  on  Muslims.” 

While  Trump’s  U.S.  properties 
face  a  heightened  risk-New  York 
police  are  now  a  full-time  presence 
outside  Trump  Tower  in  Manhattan- 
the  overseas  buildings  pose  a  thorn¬ 
ier  problem.  Trump  doesn’t  own  his 
foreign  properties  outright,  apart  from 
three  golf  courses  in  remote  parts 


of  Ireland  and  Scotland.  Real  estate 
developers  pay  him  a  licensing  fee.  In 
some  cases,  his  company  also  manages 
the  property,  but  in  others,  includ¬ 
ing  in  Turkey  and  the  Philippines, 
Trump’s  role  ends  with  the  fee. 

In  Turkey,  Trump  has  a  licens¬ 
ing  agreement  with  Dogan  Sirketler 
Grubu  to  brand  two  towers  in  Istanbul 
with  offices,  apartments,  and  a  mall. 
With  Turkey  on  high  alert  after  a  wave 
of  terrorist  attacks,  including  June 
bombings  that  killed  41  people  at  an 
Istanbul  airport,  armed  guards  and 
scanners  were  already  in  place  outside 
Trump  Towers.  The  election  hasn’t  led 
to  heightened  precautions,  according 
to  a  senior  official  at  Dogan  who  asked 
not  to  be  named. 

In  Manila,  a  residential  Trump 
Tower  is  scheduled  to  be  completed 
in  2017  under  a  licensing  agreement 
with  Century  Properties  Group.  It 
too  could  require  enhanced  security, 
Rand’s  Clarke  says.  Abu  Sayyaf,  a  mil¬ 
itant  group  linked  to  al-Qaeda  that’s 
carried  out  attacks  in  the  Philippines, 
specializes  in  kidnapping  for  ransom, 
raising  the  specter  of  employees  linked 
to  Trump  properties  being  targeted. 

“We  don’t  put  the  name  Obama  on 
buildings  all  around  the  world,”  says 
Painter,  the  former  ethics  adviser. 
“Trump  needs  to  get  his  name  off 
buildings  outside  the  U.S.  for  the  next 
four  years.”  — Stephanie  Baker,  with 
Benjamin  Harvey  and  Caleb  Melby 


The  bottom  line  Trump  buildings,  which  don’t  have 
the  security  of  U.S.  embassies,  could  be  seen  as 
attractive  symbolic  targets  for  terrorists. 
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You  do  everything  it  takes  to 
make  your  business  succeed. 

Our  protection  can  help  it  thrive. 
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►  A  toy  entrepreneur’s  quest  to  turn  a  novelty  toy  into  a  holiday  tradition 
,►  “I  went  out  there  and  told  the  story  as  many  times  as  I  could” 


Neal  Hoffman  thought  he’d  hit  the 
jackpot  in  December  2014  when  he 
appeared  on  ABC’s  Shark  Tank  and 
persuaded  two  of  the  show’s  celeb¬ 
rity  investors  to  buy  $75,000  stakes  in 
the  Mensch  on  a  Bench,  a  Jewish  riff 
on  the  popular  Christmas  franchise 
Elf  on  the  Shelf. 

Tens  of  thousands  of  entrepreneurs 
vie  to  get  their  ideas  on  the  hit  show 
every  year,  hoping  the  exposure  will 
supercharge  their  businesses.  That’s 
exactly  what  it  did  for  Hoffman  as  sales 
of  his  bearded  Hanukkah  dolls  surged 
ninefold,  to  $900,000.  The  Cincinnati- 
based  businessman  was  elated,  but 
that  feeling  soon  turned  to  fear  that  he 
might  become  a  one-hit  wonder  like 
other  contestants.  (Remember  ShowNo 
Towels  and  Toygaroo?)  “You  get  the 


initial  press  bump,  then  after  a  few 
years  it  goes  away,”  says  the  39-year- 
old.  “The  challenge  was,  how  do  you 
turn  this  from  a  product  into  a  brand?” 

Mensch  was  successful  because  it 
brought  much-needed  novelty  to  the 
Hanukkah  aisles  at  big-box  retailers 
that  were  filled  with  run-of-the-mill 
candles  and  dreidels,  Hoffman  says. 
Plus,  mixing  Christmas  and  Hanukkah 
was  becoming  less  taboo  for  inter¬ 
faith  families  like  his  own-Hoffman 
is  Jewish,  and  his  wife  is  Christian-as 
evidenced  by  the  emergence  of  prod¬ 
ucts  like  Hanukkah  gingerbread  houses 
and  menorah  trees. 

Hoffman’s  journey  from  toy  indus¬ 
try  executive-he  worked  at  Hasbro 
for  six  years-to  small-business  owner 
began  four  years  ago  with  a  holiday 


shopping  trip  to  a  Nordstrom  depart¬ 
ment  store,  where  his  son  spied  an 
Elf  on  the  Shelf  and  asked  for  it.  The 
brainchild  of  a  mother  and  her  two 
daughters.  Elf  on  the  Shelf  made  his 
debut  a  decade  ago  and  has  since 
become  a  Christmas  staple.  The  doll 
comes  with  a  book  that  tells  the  story 
of  one  of  Santa’s  helpers,  whose  job 
is  to  report  on  whether  kids  are  being 
naughty  or  nice.  Parents  move  the 
elf  to  a  new  location  each  night,  so 
children  must  hunt  anew  for  it  each 
morning.  Hoffman  nixed  the  purchase 
but  jokingly  told  his  son  “you  can  do  a 
mensch  on  a  bench,  you’re  Jewish.” 

Hoffman  realized  he  was  onto  some¬ 
thing.  He  filed  a  trademark  and  spent 
$300  to  get  a  logo  and  sketch  made.  He 
came  up  with  a  story  in  which  the  ► 
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◄  Mensch  watches  over  the  menorah 
and  has  to  be  moved  each  night  or 
else  he  gets  sore.  A  Kickstarter  cam¬ 
paign  in  March  2013  raised  $22,000. 

He  put  in  an  additional  $10,000  to  get 
the  first  1,000  dolls  made  in  China. 
Meanwhile  he  drew  on  his  market¬ 
ing  experience  to  generate  publicity.  A 
post  about  Mensch  on  a  Facebook  page 
dedicated  to  Hoffman’s  hometown  of 
Marblehead,  Mass.,  led  to  a  profile  on  a 
local  Boston  television  station.  It  snow¬ 
balled  from  there,  with  the  Mensch 
eventually  making  an  appearance  on 
the  Today  show. 

“I  just  hustled,” 
he  says.  “I  went 
out  there  and  told 
the  story  as  many 
times  as  I  could.” 

Hoffman  had  the 
idea  that  Mensch 
could  become  a 
Jewish  brand,  like 
Manischewitz, 
a  line  of  kosher 


Monkeybar 
Consulting’s 
annual  sales 


$1m 


$0.5m 


2013 


2017 


wine  and  food  products  sold  around 
the  world.  So  he  introduced  wrap¬ 
ping  paper,  menorahs,  and  a  choco¬ 
late  candy  bar  called  Mensch  Munch. 
“Now  you  could  have  the  Mensch  be 
the  center  point  and  have  a  bunch  of 
different  ways  to  celebrate,”  he  says. 
Despite  those  additions,  sales  fell 
about  10  percent  in  2015.  Also,  amid 
the  Shark  Tank  frenzy  he  overesti¬ 
mated  demand  and  was  stuck  with  too 
many  Mensch  dolls. 

This  year  he’s  introducing  new  char¬ 
acters.  There’s  Hannah  the  Hanukkah 
Hero,  a  $30  doll  that  comes  with  a 
book  that  tells  the  story  of  how  she 
overcomes  sexism  to  fight  with  her 
fellow  Maccabees  against  the  Greeks. 
And  there’s  Ask  Bubbe,  a  grandma 
that  utters  phrases  such  as  “Don’t  do 
that.  I’ll  plotz!”  (The  voice  is  that  of 
Hoffman’s  Aunt  Sue.)  Bubbe  has  been  a 
hit  at  chains  like  Michaels  and  Target, 
according  to  Hoffman,  and  will  help  his 
company,  Monkeybar  Consulting, 
reach  $1  million  in  sales  next  year,  up 
from  a  projected  $800,000  in  2016. 

Turning  a  novelty  item  into  an 
enduring  brand  requires  constant 
reinvention;  otherwise  things  quickly 
go  stale,  says  Jim  Silver,  editor  of  the 
toy  review  site  TTPM.com,  who  thinks 
Hoffman  is  taking  the  right  approach 
in  adding  characters  and  stories. 
“There  are  a  lot  of  places  you  can  take 


Mensch,”  Silver  says.  Shark  Tank  inves¬ 
tors  Lori  Greiner  and  Robert  Herjavec, 
who  own  a  combined  15  percent  of  the 
company,  credit  Hoffman’s  inventive¬ 
ness  and  drive.  “Good  enough  is  never 
good  enough  for  Neal,”  Herjavec  said 
in  an  e-mail. 

Hoffman  has  gotten  this  far  without 
any  full-time  employees.  Right  before 
being  interviewed  for  this  story,  he  was 
packing  boxes  in  his  basement.  About 
10  percent  of  orders  are  fulfilled  from 
his  house,  and  the  rest  are  handled 
by  Amazon.com  and  other  retailers. 
Hoffman  is  also  in  charge  of  product 
development,  accounting,  and  cus¬ 
tomer  service-the  telephone  number 
that  appears  on  the  brand’s  website 
is  his  own.  “I  like  having  this  control, 
and  I  understand  that  limits  the  size 
of  what  I  can  do,”  he  says.  “But  I’m  OK 
with  that.”  — Matt  Townsend 

The  bottom  line  Neal  Hoffman  has  developed  a 
line  of  Jewish-themed  toys  that  appeal  to  interfaith 
families  like  his  own. 
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This  Land  Ain’t 
My  Land 


►  Tenant  farming  is  on  the  rise  as 
the  value  of  U.S.  cropland  soars 

►  “This  will  be  the  first  year  we’ll  be 
able  to  set  a  little  aside” 

Helena  and  Matthew  Sylvester  would 
love  to  plant  fruit  trees  and  black¬ 
berries  on  their  Bay  Area  organic  farm, 
but  they’re  holding  off  because  they 
don’t  own  the  land.  Like  a  growing 
number  of  young  farmers  across  the 
country,  they  lease  it  year-to-year.  That 
means  the  Sylvesters  must  weigh  every 
improvement  carefully.  “Last  year,  a 
week  before  my  husband  and  I  were 
going  to  get  married,  our  landlord  told 
us  they  were  going  to  pave  over  2  acres 
of  our  farm,”  says  Helena,  29.  Although 
she  and  her  husband  were  able  to 
block  those  plans,  the  experience 
“makes  me  hesitant  to  think  we  could 
financially  invest,  because  that  could 
happen  again,”  she  says. 

The  overall  number  of  farmers  in 
the  U.S.  has  been  shrinking  steadily, 
but  the  number  of  tenant  farmers  age 


25  to  44  climbed  almost  9  percent 
from  2007  to  2012,  according  to  the 
latest  U.S.  Department  of  Agriculture 
(USDA)  census.  In  California,  the  coun¬ 
try’s  leading  agricultural  producer, 
it  rose  22  percent;  in  Washington 
and  Oregon,  it  was  up  9  percent  and 
11  percent,  respectively. 

Many  of  the  new  tenant  farmers 
identify  with  the  locally  grown  food 
movement  and  are  cultivating  high- 
value  organic  produce.  U.S.  sales 
of  organic  food  climbed  to  a  record 
$43.3  billion  in  2015,  and  there’s  still 
plenty  of  room  to  grow:  The  category 
accounts  for  only  about  5  percent  of 
all  food  sales,  according  to  the  Organic 
Trade  Association.  “I  had  a  general 
feeling  of  distrust  in  the  industrial  food 
system,  and  I  wanted  to  be  able  to 
provide  good-quality  food  to  my  com¬ 
munity,  especially  to  our  families  and 
friends,”  says  Helena. 

Young  tenant  farmers  like  the 
Sylvesters  are  often  wary  of  sinking 
money  into  land  they  don’t  own. 
They’re  also  limited  in  their  ability 
to  borrow  because  they  can’t  pledge 
the  acreage  they  cultivate  as  collat¬ 
eral.  And  unlike  the  preceding  genera¬ 
tion  of  farmers,  they’re  hurt  by  rising 
land  values. 

Adam  Calo,  a  Ph.D.  candidate  in  the 
University  of  California  at  Berkeley’s 
Department  of  Environmental  Science, 
Policy,  and  Management  who  studies 
beginning  farmers,  cites  the  case  of 
one  young  tenant  in  Hollister,  Calif., 
who  spent  $20,000  to  dig  a  well  only  to 
have  the  landowner  put  the  property 
up  for  sale.  Another  was  evicted  after 
planting  an  acre  and  a  half  of  straw¬ 
berries  because  his  landlord  feared  he 
would  exhaust  her  water  supply.  Calo 
says  a  neo-feudal  system  has  emerged: 
“Wealthy  landowners  reap  private 
long-term  benefits  with  an  underclass 
of  semipermanent  farm  operators.” 

The  Sylvesters  pay  almost  $4,000 
a  year  to  rent  2.5  acres  in  Sunol  and 
$1,500  a  month  for  a  nearby  house. 
They  have  scant  savings  and  are 
$16,000  in  debt.  USDA  data  show 
that  sales  at  farmers  markets  may 
have  peaked,  though  the  couple  say 
they  haven’t  felt  the  effects  in  their 
part  of  the  country,  which  has  a  high 
concentration  of  locavores.  Their 
Community-Supported  Agriculture 
program  has  40  members  who  each 
pay  $600  for  a  season’s  worth  of  fresh 


produce.  The  CSA  provides  about 
a  third  of  their  revenue;  farmers 
markets  and  restaurants  each  con¬ 
tribute  another  third.  After  operating 
expenses,  “this  will  be  the  first  year 
we’ll  be  able  to  set  a  little  aside  for  our¬ 
selves,”  Helena  says.  She  wants  to  have 
a  child  in  the  near  future  but  isn’t  sure 
there  will  be  enough  money  to  support 
a  family.  For  many  of  their  peers,  there 
isn’t:  Just  48  percent  of  beginning 
farmers  who  reported  positive  sales  to 
the  USDA  in  2007  also  did  so  in  2012. 

Some  are  banding  together  in 
formal  co-ops  and  informal  part¬ 
nerships  to 
spread  risk  and 
pool  resources. 
Two  years  ago, 
Middlebury 
College  graduate 
Eric  Harvey,  29, 
joined  Our  Table, 
a  farm  co-op  in 
Sherwood,  Ore. 
The  10  members 
farm  6  acres  of 


vegetables,  11  acres  of  blueberries, 
and  a  half-acre  of  flowers  and  herbs. 

“I  was  looking  for  a  model  of  agri¬ 
culture  that  provides  a  better  live¬ 
lihood  for  farmers  and  builds 
community  around  the  farm,” 

Harvey  says.  “Rising  land  costs  due  to 
development,  viticulture,  nurseries, 
and  now  cannabis  are  making  land 
access  prohibitive.” 

The  average  price  of  an  acre  of  crop¬ 
land  soared  from  $1,590  in  2002  to 
$4,090  as  of  August,  according  to  the 
USDA.  Seventy-six  million  acres  of 
farmland  have  disappeared  in  the  past 
30  years,  snapped  up  by  investors  and 
developers  and  converted  into  pasture 
and  parks.  About  40  percent  of  the 
remaining  911  million  acres  is  rented, 
as  more  aging  and  retired  farmers  are 
choosing  a  steady  income  stream  over 
the  windfall  from  an  outright  sale.  Only 
10  percent  of  America’s  total  acreage 
is  expected  to  change  hands  through 
2019,  and  most  of  that  will  do  so 
through  gifts,  trusts,  and  wills,  rather 
than  sales,  the  USDA  says. 


billion 


Loans  made  or 
guaranteed  by  the 
Farm  Service  Agency 
in  fiscal  2016,  mostly 
to  new  farmers 
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The  land-succession  issue  and 
the  graying  farmer  population  (the 
average  age  is  58)  have  spurred  the 
USDA  to  pour  almost  $130  million 
into  beginning-farmer  education 
and  training  programs  since  2009. 
Also,  75  percent  of  funding  through 
the  Farm  Service  Agency,  the  USDA’s 
lending  arm,  is  reserved  for  begin¬ 
ning  farmers.  In  fiscal  year  2016, 
the  agency  made  or  guaranteed 
almost  6,000  landownership  loans 
to  beginning  farmers,  totaling  about 
$1.5  billion,  roughly  double  the  dollar 
figure  in  2010. 

The  Sylvesters  may  never  be  able  to 
buy  land  in  their  area,  where  demand 
for  luxury  homes  near  Silicon  Valley 
has  bid  up  prices  to  stratospheric 
levels.  But  they  believe  their  diversified 
approach  will  enable  them  to  get  by. 

“If  we  have  a  poor  tomato  harvest,  we 
can  lean  on  our  lettuce,”  says  Matthew, 
31.  “If  we  have  a  poor  winter  squash 
harvest,  we  lean  on  our  onions.” 

They’ve  given  themselves  a  five-year 
deadline  to  see  if  they  can  earn  a  big 
enough  profit  to  make  farming  worth 
their  while.  One  advantage  of  their  sit¬ 
uation,  Helena  says,  is  that  winding 
down  the  operation  would  be  a  cinch: 
“If  we  decide  this  is  too  much  for  us, 
we  can  sell  what  assets  we  have  and 
walk  away.”  — Karen  Angel 


The  bottom  line  The  number  of  U  S.  tenant 
farmers  age  25  to  44  has  defied  overall  trends, 
climbing  9  percent  from  2007  to  2012. 


Consumer  Products 

An  Energy  Drink  That 
Tastes  of  the  Amazon 


►  Runa  seeks  to  profit  from  U.S. 
demand  for  healthier  beverages 


►  “There’s  only  so  much  shelf  space 
and  only  so  much  distribution” 


It’s  5:30  a.m.,  and  a  group  of  people- 
mostly  Americans,  including  a  jour¬ 
nalist,  a  photographer,  and  a  videog- 
rapher-has  gathered  on  the  banks  of 
Ecuador’s  Achi  Yaku  River  to  reenact 
an  ancient  purification  ritual.  In  the 
predawn  darkness,  a  shaman  stirs  a 
large  metal  pot  on  top  of  a  fire  and 
then  ladles  the  contents  into  the  ► 
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◄  hollowed-out  gourd  each  partici¬ 
pant  clutches.  The  steaming  liquid 
is  a  caffeine-packed  infusion  made 
with  leaves  from  the  Amazonian 
plant  guayusa. 

The  group’s  purpose  is  as  much 
commercial  as  spiritual.  Cameras  are 
rolling,  capturing  footage  that  may 
later  feature  in  marketing  videos  for 
Runa,  a  small  Brooklyn-based  bever¬ 
age  company  that  sells  tea  and  energy 
drinks.  The  eight-year-old  business 
is  backed  by  actors  Channing  Tatum, 
Leonardo  DiCaprio,  and  Olivia  Wilde, 
along  with  beverage  industry  veter¬ 
ans  such  as  Vita  Coco  co-founder 
Mike  Kirban  and  Neil  Kimberley, 
who  logged  time  at  Snapple  and 
Schweppes.  Runa  expects  to  reach 
$10  million  in  sales  this  year,  up  from 
$6  million  in  2015. 

Tyler  Gage,  Runa’s  co-founder  and 
chief  executive  officer,  tried  guayusa 
11  years  ago,  during  a  summer 
break  from  Brown  University 
spent  assisting  an  ethnobotanist 
doing  research  in  the  Costa  Rican 
jungle.  Gage  says  he  was  instantly 
hooked  on  the  plant’s  jitter-free 
energy  kick.  “I’ve  always  been 
very  caffeine-sensitive,”  he  says. 

“Red  Bull  and  coffee  make  me 
pretty  batty,  but  I  drank  the 
guayusa  and  felt  this  particular 
kind  of  focus  and  alertness.” 

Back  at  Brown,  Gage  and 
classmate  Dan  MacCombie  drafted  a 
business  plan  as  part  of  a  course  on 
entrepreneurship.  Armed  with  prize 
money  from  a  couple  of  startup  com¬ 
petitions,  the  two  moved  to  Ecuador 
after  graduation  to  start  building  a 
supply  chain.  The  initial  reaction  from 
growers,  who  cultivate  the  plant  in 
forest  gardens  called  chacras,  mostly 
for  their  own  use,  was  one  of  disbelief. 
“When  we  first  showed  up  and  said, 
‘Hey,  we  want  to  buy  the  guayusa 


leaves  for  cash  and  put  them  in  drinks 
in  New  York  City,’  they  would  just  give 
us  these  blank  stares  and  then  laugh 
hysterically,”  Gage  recalls. 

Eight  years  on,  Runa’s  line  of  energy 
drinks  and  dry  and  bottled  teas  is  on 
the  shelves  at  Whole  Foods  Market 
and  Safeway  and  in  the  corporate  caf¬ 
eterias  of  Google  and  Amazon.com. 
Runa  also  sells  guayusa  wholesale 
to  other  companies,  including  Juice 
Press,  Purity  Organic,  and  Stash 
Tea.  “We’re  on  a  pretty  good  tear  and 
trying  to  keep  up  momentum,”  says 
Gage,  who’s  betting  that  Runa’s  list  of 
just  five  ingredients  will  appeal  to  those 
looking  for  a  more  natural  alternative 
to  caffeine-loaded  beverages  like  Red 
Bull  and  Monster,  which  list  more  than 
a  dozen  ingredients  on  their  labels. 

Runa  sits  at  the  intersection  of 
two  growth  trends.  The  U.S.  energy 
drinks  market  grew  147  percent  in  the 
past  decade,  to  $13.8  billion  in  2015, 
while  ready-to-drink  tea  sales  grew 
ill  percent,  to  $11  billion,  over  the 
same  period,  according  to  data  from 
Euromonitor  International.  In  both  cat¬ 
egories,  consumers  have  been  gravi¬ 
tating  toward  more  premium  products 
that  are  positioned  as  healthier,  says 
Duane  Stanford,  editor  of  Beverage 
Digest.  There’s  no  shortage  of  compa¬ 
nies  mining  this  vein,  including  start¬ 
ups  such  as  Vita  Coco  and  Bai,  which 
was  recently  acquired  by  Dr  Pepper 
Snapple  Group.  “There  seems 
to  be  plenty  of  money  to  try 
to  build  these  drinks  and  to 
try  to  push  these  ideas,  but 
there’s  only  so  much  shelf  space 
and  only  so  much  distribution 
resource,”  Stanford  says. 

Runa’s  first  major  investor 
was  the  Ecuadorean  govern¬ 
ment,  which  put  in  $500,000. 
“We  now  employ  over  30  people 
full-time  in  Ecuador  and  gener¬ 
ate  income  for  over  3,000  indige¬ 
nous  farming  families,”  says  Gage. 

Tatum  was  already  a  fan  when 
one  of  Gage’s  mentors  brokered 
an  introduction.  “Getting  to  meet 
the  farmers  in  Ecuador  and  see  the 
impact  in  their  lives  put  me  over  the 
edge,”  the  actor  said  in  an  e-mail, 
referring  to  a  trip  the  staff  at  Runa 
helped  arrange  last  year.  “I  love  the 
products  and  am  quite  addicted  to 
them.”  Tatum  declined  to  say  how 
much  he’s  invested. 


“The  guayusa  sales  have  helped  the 
financial  situation  of  my  family,”  says 
Ruth  Grefa,  who  tends  400  guayusa 
plants  on  a  small  farm  in  Napo  prov¬ 
ince  where  she  also  grows  bananas, 
pineapples,  yucca,  limes,  and  cacao. 
Still,  she  noted  that  the  35<P  per  pound 
Runa  pays  for  guayusa  leaves  is  lower 
than  what  other  crops  fetch. 

Relations  with  growers  may  become 
strained  as  the  company  expands,  if 
locals  feel  they’re  not  sharing  in  Runa’s 
success,  says  Michael  Uzendoski,  a 
U.S.  anthropologist  who’s  married 
to  a  woman  from  one  of  the  area’s 
indigenous  groups.  Runa  may  be  a 
startup,  but  because  it’s  American 
and  it  peddles  an  expensive  product 
(a  12-ounce  can  of  its  energy  drink 
is  priced  at  $2.89  onJet.com),  many 
locals  regard  it  as  a  big,  profitable 
company.  “People  here  see  Runa’s 
name  in  big  lights  and  assume  some¬ 
one’s  making  a  lot  of  money,” 
Uzendoski  says. 

Gage,  though,  talks  about  Runa 
finding  its  feet.  “We’re  not  in  that  many 
doors  overall,”  he  says,  using  retail 
lingo  for  number  of  stores.  “There’s 
just  so  much  room  to  grow  that  there 
aren’t  any  ceilings  on  what  we  can  do 
for  a  very  long  time.” 

— Jennifer  Kaplan  and  Andrew  Willis 

The  bottom  line  Runa,  a  Brooklyn-based  startup, 
is  seeking  to  capitalize  on  blistering  growth  in  the 
energy  drink  and  ready-to-drink  tea  markets. 


Fintech 


Can  Lemonade  Lure 
Insurance  Skeptics? 


►  A  startup  puts  a  philanthropic 
twist  on  property  coverage 


►  “You  can  have  an  insurance 
company  with  no  conflicts” 

Aviv  Gadot  has  lived  in  three  differ¬ 
ent  apartments  in  New  York  City  but 
never  purchased  renters  insurance.  “I 
don’t  trust  the  companies,”  the  soft¬ 
ware  developer  says.  “I  know  they’ll 
do  everything  in  their  power  to  keep 
my  money.”  His  attitude  changed 
recently  after  he  heard  about  a  startup 
called  Lemonade  that  began  offering 
homeowners  and  renters  insurance  in 
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New  York  state  in  September. 

Along  with  an  easy-to-use  app, 
the  carrier  promotes  a  distinct  busi¬ 
ness  model.  Lemonade  keeps  a  flat 
20  percent  of  your  premium;  an  addi¬ 
tional  portion,  as  much  as  40  percent, 
goes  toward  reinsurance  (in  case  a 
catastrophe  results  in  claims  that  out¬ 
strip  premiums);  the  rest  is  set  aside 
to  cover  claims.  The  twist: 

Whatever’s  left  over  at 
yearend  goes  to  charities 
picked  by  the  customers. 

Lemonade’s  founders, 

Daniel  Schreiber  and  Shai 
Wininger,  are  tech  startup 
veterans  who  saw  insur¬ 
ance  as  a  huge  industry 
that’s  been  “unspoiled  by 
innovation,”  as  Schreiber 
says,  for  generations.  That’s  chang-  W 
ing:  Kaenan  Hertz,  who  leads  the  insur¬ 
ance  fintech  practice  at  Ernst  &  Young, 
says  there’s  a  host  of  upstarts  seeking 
to  “challenge,  disrupt,  or  augment” 
various  segments  of  the  multitrillion- 
dollar  global  insurance  market. 

Schreiber  and  Wininger  began  by 
conducting  a  round  of  market  surveys, 
which  showed  many  consumers  of 
property  insurance  view  it  as  a  “nec¬ 
essary  evil,”  at  best,  Schreiber  says. 
“People  think,  ‘I’m  throwing  money 
down  the  drain.  I’m  not  going  to  get 
it  back  when  I  need  to.’  ”  That  makes 
it  easier  to  rationalize  fudging  a  claim 
upward-fraud  is  one  of  the  industry’s 
biggest  expenses. 

To  help  them  reimagine  what  home 
insurance  could  be.  Lemonade’s  found¬ 
ers  recruited  Dan  Ariely,  a  professor 
of  psychology  and  behavioral  eco¬ 
nomics  at  Duke  University  and  author 
of  Predictably  Irrational.  Ariely,  who 
studies  how  conflicts  of  interest  are 
built  into  the  business  models  of  many 
financial  institutions,  says  an  insurer’s 
“incentive  to  say  no”  to  a  claim  is  one 
example.  “What  deeply  excited  me,” 
Ariely  says,  “was  the  idea  that  you  can 
have  an  insurance  company  with  no 
conflicts  of  interest.” 

Unlike  disrupters  in  other  indus¬ 
tries  (Airbnb  and  Uber,  for  instance). 
Lemonade  is  working  within,  not  chal¬ 
lenging,  existing  regulatory  struc¬ 
tures.  The  Manhattan-based  startup  has 
reinsurance  backing  from  some  of  the 
biggest  names  in  the  industry,  includ¬ 
ing  Berkshire  Hathaway’s  National 
Indemnity,  Munich  Re,  and  Lloyd’s 


of  London.  As  part  of  the  licensing 
process.  Lemonade  ran  simulations 
testing  its  model  against  a  Hurricane 
Sandy  scenario;  Demotech,  a  service 
that  evaluates  financial  stability,  gave  it 
a  rating  of  A-Exceptional. 

Lemonade  is  counting  on  its  technol¬ 
ogy  to  help  it  sign  up  customers  and 
limit  overhead.  Processes  such  as  filing 
claims  are  heavily  automated, 
dispensing  with  the  need  for 
legions  of  agents-a  selling  point 
with  millennials,  who  are  more 
than  twice  as  likely  as  older  gen¬ 
erations  to  purchase  insurance 
online,  according  to  a  Gallup  poll. 
Lemonade  believes  its  business 
model  will  also  help  cut  down  on 
fraud,  because  by  submitting  a 
false  claim  you’d  be  ripping  off  a 
good  cause,  not  your  carrier. 

“The  question  is,  is  it  scalable?”  says 
Robert  Hartwig,  a  professor  at  the 
University  of  South  Carolina’s  Darla 
Moore  School  of  Business  and  former 
president  of  the  Insurance  Information 
Institute.  Many  early  insurers  in  the 
U.S.  relied  on  a  “mutual”  model  in 
which  members  of  a  profession  or 
religion  pool  their  resources.  While 
Lemonade  has  put  a  modern  spin  on 
this  method,  its  customers  ultimately 
have  to  trust  not  only  the  company  but 
also  one  another,  Hartwig  says.  It  will 
take  time  to  determine  if  the  compa¬ 
ny’s  philanthropic  and  other  features 
prove  durable  enough  to  maintain 
“benevolence  in  claim  behavior,”  he 
says,  and  keep  costs  low  enough  for 
Lemonade’s  20  percent  cut  to  make 
it  profitable. 

Lemonade  has  filed  for  a  license 
to  operate  in  California  and  plans  to 
keep  expanding  in  2017.  The  carrier 
announced  on  Dec.  5  that  it  had  closed 
a  $34  million  funding  round,  bringing 
its  total  to  date  to  $60  million;  backers 
include  General  Catalyst,  GV  (for¬ 
merly  Google  Ventures),  and  Sequoia. 

Gadot  says  it  took  him  two  minutes  to 
sign  up  through  the  “really  impressive” 
app,  and  he’s  paying  just  $5  a  month. 
He’s  raved  about  Lemonade  to  friends 
and  colleagues,  prompting  at  least  five 
to  sign  up.  “It’s  actually  bizarre  when  I 
think  about  it,  to  go  around  saying,  ‘Oh, 
you  should  get  this  insurance.’  ” 

— Rob  Walker 

The  bottom  line  Lemonade  is  counting  on  a  sleek 
app  and  a  flat  20  percent  cut  of  premiums  to  win 
over  those  turned  off  by  traditional  insurance. 


People  think,  ‘I’m 
throwing  money 
down  the  drain. 
I’m  not  going  to 
get  it  back  when 
I  need  to'  ” 
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Small  to  Big 


Slack  Technologies 


In  May  2014,  after  years  of  resis¬ 
tance,  Google  released  its  first 
diversity  report.  Apple,  Facebook, 
and  other  big-name  tech  companies 
soon  followed,  laying 
bare  the  industry’s 
dearth  of  women, 
blacks,  and  Hispan- 
ics.  Around  that  time, 
Slack  Technologies 
was  a  30-person  San 
Francisco  startup 
building  an  Office- 


Diversity  of  U.S. 
tech  workforce 


Silicon 


Slack 

Valley 

White 

63.1% 

47% 

Black 

4.4% 

3% 

Hispanic  5.3% 

6% 

Asian 

22.8% 

41% 

Women 

43.1% 

30% 

When  we  were  about  30 
people,  we  decided  we 
wanted  to  avoid  making 
decisions  without  thinking 
about  them  first.  Like  hiring 
people  you’ve  worked 
with  before.  Obviously  if 
there’s  an  imbalance  in  the 
workforce  already,  you’re 
just  perpetuating  that. 


collaboration  chat  tool.  One  of  its 
executives  wrote  a  manifesto  com¬ 
mitting  the  company  to  hiring  “people 
with  as  many  diverse  experiences 
and  backgrounds  as  we  can.”  When 
it  won  a  Crunchies  award  in  February 
for  Fastest  Rising  Startup,  the 
company  sent  four  women 
of  color— all  engineers— t^ 
collect  the  trophy.  Here,  Chief 
Executive  Officer  Stewart 
Butterfield  discusses  the 
occasional  tense  conversa¬ 
tions  and  staffing  delays  that  arise 
when  a  fast-growing  company  tries 
to  hire  thoughtfully. 


Once  there  was  a  publicly 
articulated  position  on 
diversity  within  the  company, 
then  there  was  actual  social 
pressure  on  hiring  managers 
and  recruiters.  So  it  was  like, 
“Uh,  you  just  hired  another 
white  guy.’’  It  might  be  said 
in  a  little  bit  of  a  tongue-in- 
cheek  way,  but  it  was 
serious.  One  of  the 
things  I’ve  learned 
over  the  course  of 
my  career  is  that 
people  don't  like  to 
look  like  chumps. 


By  Ellen  Huet 


We  ended  2014  with  maybe 
80  people  and  ended  the 
next  year  with  320  people. 
And  since  then  we've  more 
than  doubled.  It’s  a  pretty 
breakneck  pace.  It  was  like 
this  animated  GIF  of  someone 
hanging  off  the 
front  of  a  train 
dropping  tracks 
as  they  go. 


I  don’t  want  to  throw  recruiters 
under  the  bus  here,  but  they’re 
frequently  operating  under 
extreme  pressure  to  find  someone 
to  fill  a  role.  What  if  the  metric  for 
success  changes  to,  how  wide  can 
you  cast  the  net  to  find  people  who 
are  not  going  to  be  white  guys? 
Sometimes  that  means  the  hiring 
manager  would  have  to  really  insist 
that  we  are  not  going  to  make  a 
decision  until  you  find  at  least  one 
person  of  color  or  at  least  one 
woman  as  well. 


We  were 
hiring  a  design 
manager,  and 
we  really  took 
our  time,  which 
is  a  hard  choice 
in  the  sense 
that  we  really 
need  people. 

We  ended  up 
hiring  a  woman 
to  head  up 
communications 
and  design, 
but  that  search 


Slack’s  annual 
recurring  revenue 


Slowing  down  a 
management  hire 
has  a  real  cost  for 
people  who  are 
on  the  front  lines. 
There  are  people 
who  are  massively 
overworked.  We  have 
lower  productivity 
overall,  work  is  less 
pleasant,  and  it’s 
more  difficult  to  get 
things  done  because 
we’re  missing  people. 


took  much  longer— weeks, 
maybe  months— than  we 
would  have  liked. 


We  went  to  hire  a 
VP  of  engineering, 
who  pretty  much  has 
to  have  experience 
managing  at  least  a  few 
hundred  engineers. 

We  found  zero  black 


women  with  that 
experience.  It’s 
not  to  say  they’re 
not  out  there, 
but  we  did  look 
pretty  hard. 


But  if  we  can’t  find  someone 
now,  what  we  can  do  is 
make  sure  someone  who 
works  at  Slack  can  gain  that 
experience.  And  then  10  years 
from  now,  when  the  next  hot 
startup  is  recruiting  for  VP  of 
engineering,  there’s  someone 
who  can  take  that  role. 


Edited  by  Cristina  Lindblad 
Bloomberg.com 
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UNLIMITED  2%  CASH  BACK  ON  ALL  YOUR  BUSINESS  PURCHASING 

With  the  Spark®Cash  Card,  every  expense  could  be  an  opportunity  to  boost 
your  bottom  line  and  put  thousands  back  into  your  business.  Earn  cash  backon 
equipment,  inventory,  advertising  and  everything  in  between. 
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:D  IF  RETURNED 


arlier  this  year.  Astro  Teller,  a  ponytailed  scien¬ 
tist  and  science  fiction  writer,  gave  a  TED  Talk. 

It  was  a  first  for  Teller,  but  not  for  X,  or 
Google  X,  as  the  research  lab  he  runs  used  to 
be  known.  The  lab  has  been  a  fixture  on  the 
conference  circuit  for  years.  In  2011,  Sebastian 
Thrun,  X’s  founder,  took  the  TED  stage  and 
predicted  that  driverless  cars  would  put  an 
end  to  traffic  fatalities.  In  2013,  Sergey  Brin, 
Google’s  co-founder,  showed  up  wearing  X’s 
wearable  computer,  Google  Glass,  and  argued  that  face-mounted 
devices  were  a  natural  successor  to  the  smartphone.  In  2015,  Chris 
Urmson,  the  technical  lead  of  X’s  autonomous  vehicle  program, 
argued  that  driverless  cars  should  operate  with  no  human  over¬ 
sight  at  all.  By  February  2016  it  was  Teller’s  turn. 

“I  have  a  secret  for  you,”  he  began,  with  a  self-assured  smile. 
“The  moonshot  factory  is  a  messy  place.” 

The  comments  seemed  aimed  at  a  growing  sense,  among 
some  on  Wall  Street  and  within  Alphabet,  the  parent  company 
of  Google  and  X,  that  Teller  was  wasting  money  on  crazy  exper¬ 
iments.  Google  spent  lavishly  to  market  Glass-the  devices 
were  delivered  by  sky  divers  at  their  launch-but  the  product 
flopped  and  was  off  the  market  by  early  2015.  The  self-driving 
car  ran  into  setbacks  both  literal  (fender  benders)  and  figura¬ 
tive  (a  handful  of  top  Google  engineers  defected  to  start  their 
own  autonomous  vehicle  company).  Overall,  the  Other  Bets, 
the  belittling  term  that  Alphabet  uses  to  refer  to  X  and  other 
business  divisions  not  named  Google,  lost  about  $3.6  billion  in 
2015,  roughly  twice  what  they’d  lost  the  year  before. 

At  TED,  Teller  attempted  to  reff  ame  X’s  failures  as  part  of  an 
overall  strategy  that  would  ultimately  lead  to  breakthrough  suc¬ 
cesses.  He  cataloged  a  handful  of  unsuccessful  experiments- 
robotic  vertical  farms,  giant  cargo  blimps-before  moving  on  to 
one  of  the  more  promising  endeavors,  Project  Loon.  “We’re  trying 
to  make  balloon-powered  internet,”  he  said. 

Loon  has  long  been  a  favorite  of  Google  founders  Brin  and 
Larry  Page,  according  to  several  former  Alphabet  executives. 
The  initial  plan,  they  say,  was  to  send  100,000  balloons  into  the 
stratosphere-enormous,  house-size  weather  balloons  outfitted 
with  transmitters.  That  massive  fleet,  plus  blimps,  drones,  and 
underground  cables,  would  form  an  all-encompassing  worldwide 
broadband  network  surpassing  anything  offered  by  the  traditional 
telecom  companies.  “This  could  bring  online  as  many  as  4  billion 
people,”  Teller  said  at  TED,  as  a  wide-angle  video  of  a  balloon  float¬ 
ing  past  snow-capped  mountains  played  behind  him.  He  declared 
the  company’s  early  tests  a  success.  “We’re  going  to  keep  going.” 
The  audience  applauded. 

Six  months  after  Teller’s  rousing  speech,  Loon’s  Mike  Cassidy 
stepped  down  as  project  leader.  Around  the  same  time,  Urmson, 
the  self-driving  car  engineer,  left  Alphabet,  as  did  David  Vos,  the 
head  of  X’s  drone  effort.  Project  Wing.  Vos’s  top  deputy,  Sean 
Mullaney,  left  the  company  as  well.  Other  recent  departures: 
Craig  Barratt,  chief  executive  officer  of  Access,  its  telecom  divi¬ 
sion;  Bill  Maris,  the  CEO  of  its  venture  capital 
arm,  GV;  and  Tony  Fadell,  the  CEO  of  smart- 
thermostat  company  Nest,  who  was  also 
working  on  a  reboot  of  Google  Glass.  That 
project,  now  called  Aura,  also  lost  its  leads 
of  user  design  and  engineering. 

The  architect  of  this  reorganization- 
known  as  “Alphabetization”  at  the  ever- 
sunny  Google-was  Ruth  Porat,  the  new  chief 

Teller 


financial  officer.  Porat,  who  was  born  in  England  but  grew  up  in 
Palo  Alto,  led  Morgan  Stanley’s  technology  banking  division  during 
the  first  dot-com  boom,  served  as  an  adviser  to  the  Treasury 
Department  during  the  bailouts  of  Fannie  Mae  and  Freddie  Mac, 
and  became  Morgan  Stanley’s  CFO  in  2010.  She  joined  Google 
in  May  2015  with  a  mandate  to  bring  discipline  and  focus  to  a 
company  so  awash  in  cash  that  it  never  needed  much  of  either. 
She  instituted  rigorous  budgeting  and,  according  to  people  famil¬ 
iar  with  Alphabet’s  operations,  forced  the  Other  Bets  to  begin 
paying  for  the  shared  Google  services  they  used.  Projects  hatched 
with  ambiguous  timelines  of  10  or  more  years  in  some  cases  had 
to  show  a  path  to  profit  in  half  the  time. 

At  most  big  companies,  such  financial  controls  are  standard 
operating  procedure,  and  Alphabet’s  investors  are  pleased.  Its 
stock  is  up  35  percent  since  Porat  joined.  But  within  the  Other 
Bets,  Porat’s  tenure  has  been  controversial,  earning  her  an  unflat¬ 
tering  nickname:  Ruthless  Ruth.  “She’s  a  hatchet  man,”  says  a 
former  senior  Alphabet  executive.  “If  Larry  isn’t  excited  about 
something,”  the  executive  continues,  referring  to  CEO  Page, 
“Ruth  kills  it.” 


An  antenna  designed 
to  receive  internet 
service  delivered 
by  the  Loon 
ba 1 1 oons 


Critics,  including  more  than  a  dozen  former  top  Google  exec¬ 
utives  who  spoke  on  the  condition  of  anonymity  because  they 
signed  nondisclosure  agreements,  describe  a  company  having 
trouble  balancing  innovation  and  its  core  business,  search  advertis¬ 
ing.  Over  the  12  months  ended  in  September,  Google’s  ad  business 
accounted  for  89  percent  of  Alphabet’s  revenue,  or  $76.1  billion. 
As  one  ex-executive  puts  it,  “No  one  wants  to  face  the  reality  that 
this  is  an  advertising  company  with  a  bunch  of  hobbies.” 

“Google  is  not  a  conventional  company,”  Brin  and  Page  wrote  in  a 
letter  to  investors  when  their  company  filed  to  go  public  in  2004. 
“We  do  not  intend  to  become  one.” 

The  document,  titled  “  ‘An  Owner’s  Manual’  for  Google 
Shareholders,”  is  legendary  in  Silicon  Valley,  epitomizing  an 
attitude  known  at  the  company’s  Mountain  View  headquar¬ 
ters  as  “googliness.”  In  the  letter.  Page  and  Brin  noted  that 
Google  would  never  focus  on  short-term  profitability  and  would 
instead  invest  in  employee  perks,  such  as  giving  free  meals  to 
staff  and  encouraging  employees  to  spend  20  percent  of  their 
working  hours  on  projects  of  their  choosing.  The  “Owner’s 
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Manual”  noted  that  Page  and  Brin,  who  still 
control  Alphabet  through  a  complicated 
stock  structure  that  gives  their  shares  more 
voting  power  than  those  owned  by  inves¬ 
tors,  intended  to  invest  in  lines  of  business 
well  beyond  internet  search.  “Do  not  be  sur¬ 
prised,”  they  wrote,  “if  we  place  smaller 
bdts  in  areas  that  seem  very  speculative  or 
even  strange.” 

made  $26. 8b*  What  made  all  this 
possible,  of  course,  was 
money.  Behind  the  quirky,  countercultural 
ethos  was  a  wildly  profitable  business,  with 
the  potential  to  swallow  entire  industries. 
Whereas  traditional  advertising  companies 
had  tried  to  target  audiences  based  on  demo¬ 
graphic  profiles,  Google’s  search  ads  could  be 
aimed  at  people  already  interested  in  a  par¬ 
ticular  product.  Its  pioneering  pay-per-click 
pricing  scheme,  AdWords,  meant  advertisers 


Over  the  years,  Google’s  speculative  bets  have  included  the  pur¬ 
chases  of  YouTube  and  Android,  as  well  as  forays  into  software, 
hardware,  entertainment,  telecommunications,  and  media.  In  the 
mid-2000s,  Page  and  Brin  decided  to  create  a  sort  of  digital  Library 
of  Alexandria  by  scanning  every  book  ever  printed.  This  was  the 
company’s  first  “moon  shot,”  as  Google  Vice  President  Marissa 
Mayer  (now  CEO  of  Yahoo!)  put  it  to  the  New  Yorker  in  2007. 

Partly  by  design  and  partly  because  Page,  who  became  CEO 
in  2011,  is  conflict-averse,  these  new  businesses  evolved  into  fief- 
doms.  Each  was  dominated  by  an  inspired  executive-almost 
always  an  engineer-who’d  hatched  an  idea,  won  the  support  of 
Page  or  Brin,  and  been  provided  with  vast  resources  to  pursue 
it.  There  was  so  little  oversight  at  X,  an  early  employee  recalls, 
that  CFO  Patrick  Pichette  was  once  unable  to  enter  the  building 
and  had  to  wait  outside  in  the  rain.  Teller  says  this  is  the  Google 
equivalent  of  an  urban  legend  but  doesn’t  dispute  that  access  to  X 
is  tightly  controlled.  “I’m  sure  someone  has  had  a  badge  problem 
at  some  point,”  he  says. 

There  was  a  rationale  to  this  corporate  fragmentation.  The 
side  projects,  known  then  as  “autonomous  business  units,”  often 
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paid  only  for  ads  that  worked.  The  result  rev¬ 
olutionized  media  and  advertising,  and  gave 
Google  a  revenue  stream  that  seemed  almost 
limitless.  Googlers  have  a  name  for  its  ad  busi¬ 
ness:  the  “cash  machine.”  At  the  time  of  its 
IPO,  Google  was  taking  in  almost  $400  million 
every  three  months.  In  its  most  recent  quarter, 
Alphabet  generated  $18  billion  in  revenue  and 
about  $5  billion  in  profit. 

But  Brin  and  Page  were  never  partic¬ 
ularly  enamored  of  any  of  this-or  rather, 
they  were  focused  on  the  business  only 
insofar  as  it  made  even 
lost  $3. 8b*  more  ambitious  techno¬ 
logical  efforts  possible. 
A  former  Google  engineer  recalls  meeting 
Page  in  the  late  1990s.  “Are  you  interested 
in-”  the  engineer  started  to  ask. 

“Yes,”  Page  said,  cutting  her  off.  “We’re 
interested  in  everything.” 


competed  directly  with  Google’s  advertising  partners,  and  it  seems 
hard  to  imagine  that  a  conventionally  organized  company  would 
have  been  able  to,  for  instance,  start  services  such  as  Google  Fiber 
(home  broadband)  and  Project  Fi  (a  cell  phone  carrier)  while  also 
trying  to  persuade  big  telecom  companies  to  embed  Google  soft¬ 
ware  in  their  devices. 

But  the  fragmentation  created  a  lot  of  overlap.  At  one  point  in 
2016  the  company  had  two  music  subscription  services,  YouTube 
Red  and  Google  Play  Music;  two  venture  capital  groups,  GV  and 
CapitalG;  two  mobile  operating  systems.  Chrome  OS  and  Android; 
and  two  advanced  research  labs,  X  and  ATAP,  which  Page  created 
in  2014  when  he  hired  the  former  Defense  Advanced  Research 
Projects  Agency  director,  Regina  Dugan.  (Dugan  left  Google  earlier 
this  year  for  Facebook.) 

All  that  duplication  created  tension  in  part  because,  former 
Google  employees  say.  Page  tends  to  ignore  employees  he’s 
unhappy  with.  “Larry’s  version  of  canning  someone  is  to 
make  it  as  unpleasant  as  he  can,”  says  a  former  executive. 
Eric  Schmidt,  Google’s  former  CEO,  and  Bill  Campbell,  a 
board  member  and  mentor  to  Page,  helped  smooth  out 
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these  conflicts.  But  Schmidt,  now  executive  chairman,  started 
spending  more  time  lobbying  for  Google  in  Washington,  and 
Campbell  fell  gravely  ill.  (He  died  of  cancer  this  year.) 

In  addition  to  causing  internal  confusion,  the  lack  of  struc¬ 
ture  made  Google’s  moonshots  harder  to  explain  to  the  world. 
Many  former  X  employees  blame  overexuberance  on  the  part  of 
Google’s  marketing  division  for  the  hostile  reception  that  greeted 
Google  Glass.  With  the  encouragement  of  Brin,  who  ran  X  at  the 
time,  Google  struck  a  partnership  with  Diane  von  Furstenberg  to 
put  Glass  on  runway  models  during  New  York  Fashion  Week  in 
the  fall  of  2012.  The  following  year.  Glass  was  featured  in  a  12-page 
photo  portfolio  in  Vogue.  The  hype  heightened  the  sense  of  disap¬ 
pointment  when  Glass  was  released  in  2013.  It  flopped,  earning 
terrible  reviews  and  prompting  physical  confrontations  between 
early  adopters  and,  for  example,  fellow  bar  patrons  who  didn’t 
appreciate  having  a  tiny  camera  trained  on  them.  The  term  “glass- 
hole”  entered  the  Silicon  Valley  lexicon. 

Teller  hesitates  when  asked  what  to  make  of  Glass’s  failure. 
“I  think  we  were  right  to  try,”  he  says,  after  a  long  pause.  “It 
wasn’t  obvious  at  that  time  whether  something  like  Glass  should 
be  attached  to  Google  from  a  brand  perspective  or  not.  That’s 


secrecy-staff  members  at  X  who  caught  wind  of  it  began  calling 
the  unit,  derisively,  Google  Y.  Page  called  it  Javelin.  The  Javelin 
team  kicked  around  ideas,  including  a  plan  to  mass-produce  sky¬ 
scrapers  and  another  to  create  a  “smart  city,”  which  became 
Sidewalk  Labs,  a  startup  run  by  Dan  Doctoroff,  the  former  CEO 
of  Bloomberg  LP. 

But  a  secondary  purpose  of  Javelin,  according  to  two  people 
who  worked  on  the  unit,  was  to  solve  the  fiefdom  problem  once 
and  for  all.  Page’s  idea  was  to  establish  “a  federation  of  Googles,” 
one  of  the  people  says.  He  wanted  standalone  companies  so  that 
budgets,  business  models,  and  branding  could  be  planned  and 
executed  independent  of  Mother  Google. 

Without  any  warning,  on  the  afternoon  of  Monday,  Aug.  to,  2015, 
Page  released  a  letter  to  investors  and  the  public.  He  introduced 
Alphabet,  a  new  holding  company.  Google  and  the  Other  Bets 
would  be  subsidiaries,  each  with  its  own  CEO.  “Alphabet  is  about 
businesses  prospering  through  strong  leaders  and  independence,” 
he  wrote.  “The  whole  point  is  that  Alphabet  companies  should 
have  independence  and  develop  their  own  brands.”  Alphabet 
would  also  begin  reporting  Google’s  earnings  separately  each 
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something  we  learned.”  He  notes  that  although  Glass  was  mar¬ 
keted  to  the  public  as  the  Explorer  Edition,  many  people  assumed 
it  was  a  finished  product. 

Teller  established  procedures  to  avoid  similar  debacles,  includ¬ 
ing  a  formal  process  by  which  aspiring  project  leaders  would  be 
required  to  have  a  credible  business  case  as  well  as  a  working 
prototype  in  order  to  continue.  “It  was  a  primordial  soup  where 
there  was  all  this  stuff  bubbling,  but  it  was  extremely  unstruc¬ 
tured,”  says  Obi  Felten,  whose  business  card  identifies  her  as 
“head  of  getting  moonshots  ready  for  contact  with  the  real  world.” 
(Titles  at  X  tend  to  be  extremely  googley.)  X  began  paying  bonuses 
to  executives  who  killed  their  projects  before  expenses  spiraled 
out  of  control,  and  it  halted  development  on  at  least  one  that 
had  already  been  greenlighted.  The  effort,  known  internally  as 
Tableau  and  championed  by  Brin,  had  been  a  plan  to  create  gigan¬ 
tic  TV  screens. 

As  X  retrenched,  Page  went  into  an  exploratory  mode  of  his 
own.  Starting  in  2014,  he  began  handing  off  day-to-day  responsi¬ 
bilities  at  Google  to  Sundar  Pichai,  a  longtime  product  executive, 
and  assembled  a  small,  internal  think  tank.  The  group  operated  in 


quarter,  meaning  that  investors  would  finally  know  how  much 
money  X  and  the  Other  Bets  were  losing  and  exactly  how  profit¬ 
able  the  Google  cash  machine  was.  At  the  end  of  the  letter.  Page 
attempted  a  joke.  “Don’t  worry,”  he  wrote,  “we’re  still  getting 
used  to  the  name  too!” 

Alphabet’s  earnings  reports  have  laid  bare  just  how  healthy 
Google  was  under  Pichai.  In  addition  to  double-digit  revenue 
growth  in  its  ad  business  over  the  past  year,  Google  has  unveiled  a 
promising  new  assistant  to  compete  with  Amazon’s  Echo  and  has 
beefed  up  its  cloud-services  division.  “More  information  is  always 
better  for  investors,  because  you  hate  to  invest  in  black  boxes,” 
says  Dan  Niles,  founding  partner  of  AlphaOne  Capital  Partners, 
an  investment  management  firm  that  holds  Alphabet  stock.  But, 
Niles  adds,  “the  real  key  is  that  they  brought  in  Ruth  Porat.” 

Almost  no  one  saw  the  change  coming.  Most  senior  executives 
found  out  that  morning.  “It  was  mind-blowing,”  says  Rich  DeVaul, 
who  serves  as  “director  of  rapid  evaluation  and  mad  science”  at 
X.  He’d  helped  start  Loon  and,  by  2015,  was  in  charge  of  vetting 
moonshots,  which  means  he  has  the  Google  equivalent  of  top- 
secret  security  clearance.  He  talked  with  Brin  and  Page  most 


;  /eeks.  And  yet,  he  says,  “I  had  no  idea  they  were  going  to  do  that.” 

At  many  of  the  Other  Bets,  the  change  was  seen  as  a  viola- 
ion  of  googliness.  Two  years  earlier,  for  instance,  Google  had 
pent  $3.2  billion  to  buy  Nest,  explaining  the  acquisition  as  part 
if  a  plan  to  create  an  ambitious  hardware  division  led  by  Fadell, 
ihe  former  Apple  engineer  known  for  building  the  original  iPod 
•rototype.  According  to  two  people  close  to  Nest,  the  company 
vas  initially  promised  wide  latitude  to  create  products,  as  well  as 
budget  that  would  allow  it  to  lose  as  much  as  $500  million  for 
isach  of  the  next  five  years.  Fadell  told  Bloomberg  News  when  he 
leparted  in  June  that  he’d  begun  thinking  of  leaving  at  the  end 
i)f  2015,  shortly  after  Alphabet’s  formation.  People  familiar  with 
uis  thinking  say  he  blames  budget  constraints  imposed  by  Porat 
rhat  limited  Nest’s  scope.  Another  person  close  to  Nest  disputed 
ihe  $500  million  figure. 

Google  Fiber,  which  Brin  had  a  big  hand  in  starting,  was  also 
rargeted  for  cuts.  The  service  won  solid  reviews,  and  its  CEO, 
Craig  Barratt,  a  former  semiconductor  entrepreneur,  was  given 
[control  over  a  half-dozen  other  Google  projects  known  as  Access 
and  Energy.  Barratt’s  sprawling  portfolio  included  green  power 
[operations,  projects  to  develop  wireless  routers  for  homes,  and  a 
blan  to  lay  fiber-optic  cable  in  sub-Saharan  Africa.  “Craig  thought 
ne  had  a  chance  to  be  like  Buckminster  Fuller  and  reinvent  the 

world,”  says  a  former  Googler. 

■arly  version  Alphabetization  reduced 

of  a  delivery  Barratt’s  domain  to  Fiber,  which 

irone,  Project  Wing  he  tried  to  expand,  announcing 

plans  to  bring  Google’s  internet 
and  cable-TV  service  to  more  than  a  dozen  cities.  But  seeking 
(permits  to  lay  fiber  is  time-consuming  and  digging  holes  expen¬ 
sive.  Former  employees  say  Page  became  frustrated  with  Fiber’s 
Jack  of  progress.  “Larry  just  thought  it  wasn’t  game-changing 
enough,”  says  a  former  Page  adviser.  “There’s  no  flying-saucer 
Ishit  in  laying  fiber.”  In  October  the  company  announced  that  it 
was  dismissing  around  130  staffers  and  halting  the  expansion  of 
Ithe  fiber  network  in  eight  cities.  Barratt  resigned  that  same  day. 

These  changes  have  prompted  many  in  Silicon  Valley  to  accuse 
rPage  of  bowing  to  investor  pressure-in  other  words,  of  acting  like 
ua  CEO  of  a  normal,  publicly  traded  company.  “It  definitely  looks 
Hike  a  more  conventional  company,”  says  Randy  Komisar,  a  partner 
uat  Kleiner  Perkins  Caufield  &  Byers.  “It’s  the  classic  GE  conglom¬ 
erate  model,”  he  says,  comparing  Page  to  Jack  Welch,  famous  for 
.  turning  General  Electric  around  by  shedding  research  divisions 
l  and  slashing  costs.  To  Wall  Street  ears,  that  might  sound  like  a 
[  compliment,  but  it  surely  isn’t  meant  as  one.  Komisar  describes 
!  Porat’s  focus  on  expenses  as  a  positive  development,  but  adds, 

‘  “I  just  hope  that  Larry  and  Sergey  keep  financial  discipline  from 
S  swallowing  innovation.” 

Alphabet  declined  to  make  Porat,  Page,  or  Brin  available  for 
3i  an  interview,  but  in  October,  during  the  company’s  most  recent 
earnings  call,  Porat  defended  Alphabet’s  increasingly  rigorous 
approach  to  innovation.  “As  we  reach  for  moonshots,”  she  said, 
“it’s  inevitable  that  there  will  be  course  corrections  along  the 
•  way.”  She  spoke  of  “taking  a  pause”  in  some  areas  of  business 
to  “lay  the  foundation  for  a  stronger  future.”  During  the  third 
quarter  of  2016,  Alphabet  spent  $3.6  billion  on  research  and 
development-an  enormous  amount  of  money  and  11  percent 
more  than  Alphabet’s  R&D  outlay  in  the  same  period  in  2015.  The 
Other  Bets  lost  $865  million.  Those  would  represent  massive  com¬ 
mitments  to  new  businesses  at  any  company  other  than  Alphabet. 

In  an  interview  at  X’s  headquarters,  where  Page’s  and  Brin’s 
offices  are  also  located.  Teller  is  emphatic  that  Alphabet  is  still 
an  engineer’s  paradise.  Wearing  several  earrings,  two  hair 


Porat 

scrunchies,  Rollerblades,  and  a  shirt  with  a 
pattern  that  improbably  combines  paisley 
and  plaid.  Teller  describes  a  “delicate 
balance”  between  discipline  and  freedom, 
disputing  the  contention  that  the  Other  Bets 
have  been  subjected  to  unwanted  scrutiny 
from  Porat  and  denying  that  they’re  losing 
steam.  “You  can’t  flog  people  into  innova¬ 
tion,”  he  says.  “But  you  can’t  just  take  your 
hands  off  the  wheel,  either.” 

Cuts  to  X  have  in  many  cases  been  necessary,  he  says,  citing 
as  a  case  in  point  Google’s  recently  shuttered  robotics  division. 
Code-named  Replicant  and  run  by  Android  founder  Andy  Rubin, 
the  division  comprised  11  companies  that  Google  acquired  in  2013. 
After  taking  over  Replicant  from  Rubin,  who  left  at  the  end  of  2014, 
Teller  disbanded  it.  “There’s  not  going  to  be  a  robotics  group,”  he 
recalls  telling  his  new  staff.  “You’ll  define  yourself  by  the  problem 
you’re  working  on.  Robotics  is  a  tool,  it’s  not  a  problem.”  (Alphabet 
put  the  largest  piece  of  Replicant,  Boston  Dynamics,  up  for  sale 
last  year.  The  company,  which  develops  bi-  and  quadrupedal 
all-terrain  robots,  has  yet  to  find  a  bidder.)  Teller  has  added  a 
full-time  CFO  for  X,  Helen  Riley,  a  veteran  Googler  who  worked 
under  Porat  during  Alphabetization.  Porat  meets  with  Teller  reg¬ 
ularly  and  serves  alongside  Page,  Brin,  Schmidt,  and  Alphabet’s 
chief  legal  officer,  David  Drummond,  on  a  committee  that  decides 
whether  to  approve  or  kill  a  moonshot. 

“Let  me  draw  you  a  picture  we  frequently  draw  for  our¬ 
selves,”  Teller  says,  swiveling  his  chair  to  face  a  whiteboard  and 
grabbing  a  magic  marker.  He  writes  “progress,”  draws  a  line 
through  it,  and  then  writes  the  word  again  above  a  dollar  sign. 
The  point,  he  says,  is  to  pursue  innovations  that  are  worth  the 
money.  The  flying  saucers  will  have  to  pay  for  themselves.  “If 
you  work  for  me,  you  better  understand  that,”  he  says. 

The  Loon  project,  which  is  now  being  led  by  Tom  Moore, 
a  former  vice  president  at  the  satellite  company  ViaSat,  is  still 
alive.  “If  you  want  to  work  on  the  great,  big,  hard  problems,”  says 
DeVaul,  the  Loon  co-founder,  “I  don’t  know  of  anybody  else  in 
the  world  who  takes  those  problems  as  seriously  as  we  do.”  By  his 
description,  Loon’s  progress  has  been  remarkable.  Two  months 
after  joining  Google  in  2011,  DeVaul  was  tracking  and  recovering 
helium  balloons  in  California’s  Central  Valley,  several  hours  east 
of  Mountain  View.  Not  long  after,  he  added  the  payload,  a  tangle 
of  wireless  equipment  packed  into  a  small  Styrofoam  beer  cooler. 
“Harmless  science  experiment,”  a  note  on  the  outside  read.  “If 
found,  please  contact  Paul.”  The  note  included  a  phone  number 
with  a  San  Francisco  area  code.  Paul  was  Paul  Acosta,  one  of  six 
Loon  engineers. 

Today,  the  Loon  labels  have  more  formal  language,  and  there 
are  phone  numbers  with  a  dozen  different  country  codes  on 
each  device.  The  team-more  than  100  strong,  according  to  a 
former  employee-works  in  a  laboratory  complex  that  includes 
an  enormous  darkroom,  where  the  used  bladders  are  cut  up  and 
photographed  on  a  65-foot  light  table  so  inspectors  can  look  for 
microscopic  tears.  In  another  room,  air  traffic  controllers  monitor 
the  dozen  or  so  balloons  in  the  air. 

In  a  picnic  area  just  outside,  X  engineers  pick  at  seared  tofu, 
while  a  few  feet  away,  whirring  drones  take  off  and  land,  and 
self-driving  cars  shuttle  in  and  out  of  a  parking  garage.  Nothing 
out  of  the  ordinary  by  Googleplex  standards.  “If  we’re  working 
on  a  really  huge  problem,”  says  Teller,  “that  motivates  people  to 
come  here,  and  it  motivates  them  to  stay.  That’s  very  real.  That’s 
not  a  marketing  thing  for  Google.  It’s  why  this  place  works.”  © 
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“I’ve  been  coming  to  this  city  quite  regularly  for  quite  a 
long  time,”  Nigel  Farage  said  on  Dec.  1,  flashing  a  grin  as  he 
sipped  coffee  in  a  cafe  at  the  Dirksen  Senate  Office  Building 
in  Washington.  “Speeches,  lunches,  dinners  with  groups  of 
Republicans.”  He  rolled  his  eyes.  “Not  this  trip,”  he  said,  laugh¬ 
ing.  “For  the  first  time  in  20  years,  I’m  a  free  man.”  A  tourist 
approached  to  request  a  selfie,  which  delighted  Farage-it’s  his 
thing.  Three  days  after  the  election,  Farage  tweeted  a  shot  of 
himself  and  Donald  Trump  roaring  with  laughter  inside  Trump’s 
gold-plated  elevator  that  went  viral.  Now  everyone  wanted  one. 

Farage,  who  just  stepped  down  as  leader  of  the  U.K. 
Independence  Party,  is  only  too  happy  to  oblige.  If  Trump  is 
the  greatest  beneficiary  of  his  upset  victory,  Farage  is  a  close 
second  and  may  be  enjoying  it  more.  Ever  since  he  appeared 
onstage  with  Trump  at  a  Mississippi  rally  in  August-“The 
man  behind  Brexit!”  Trump  exulted-Farage  has  become  an 
unlikely  hero  to  Trump-crazed  Republicans.  With  an  instinct 
for  the  spotlight  as  sharp  as  the  president-elect’s,  he  was  in 
Washington  to  roam  the  halls  of  Congress,  dropping  in  on 
senators  and  representatives  for  celebratory  visits,  the  way 
Tom  Brady  might  stop  by  Jimmy  Kimmel  Live  after  winning  the 
Super  Bowl.  “I’m  catching  up  with  some  people,”  Farage  said. 
“And  also  meeting  a  few  new  ones.” 

On  his  agenda  was,  as  ever,  the  matter  of  advancing  his 
own  standing  and  political  celebrity.  “Back  in  the  United 
Kingdom,  a  lot  of  reporters  want  to  know  what’s  happen¬ 
ing,  what  the  new  team’s  about,  where  it’s  going  to  go,”  he 
said.  “Well,  I  think  I  probably  can  speak  on  that  with  more 


With  Senator  Orrin  Hatch  (R-Utah) 

were  to  carry  through,  Farage 
would  have  struck  a  mighty 
blow  against  “bloc-ism”  and  for 
nationalism.  Some  of  Trump’s 
top  advisers  share  his  vision 
and  say  Farage’s  proposal  is 
sure  to  get  a  careful  hearing. 
“His  ideas  will  always  be  lis¬ 
tened  to  seriously  in  a  Trump 
White  House,”  said  Steve 
Bannon,  Trump’s  senior  coun¬ 
selor  and  chief  strategist. 


Until  recently,  the  idea  of  Farage  as  an  important  politician 
on  the  global  stage  was  hard  to  imagine.  The  former  City 
of  London  metals  trader  turned  anti-EU  leader  of  UKIP  was 
widely  considered  the  Pied  Piper  for,  as  then-Prime  Minister 
David  Cameron  put  it  in  2006,  a  band  of  “fruitcakes,  loonies, 
and  closet  racists,”  who  couldn’t  even  get  himself  elected  to 
the  British  Parliament.,  Farage  reveled  in  the  disdain. 

One  person  who  did  take  him  seriously  was  Bannon,  until 
recently  head  of  the  Breitbart  News  Network.  “The  great 
Bannon,”  as  Farage  mock-ironically  calls  him,  shared  his  antip¬ 
athy  to  what  both  men  view  as  sovereignty-leeching  multilat¬ 
eral  organizations  such  as  NATO  and  the  EU,  and  to  the  influx 
of  foreign  immigrants  who  they  say  threaten  the  health  and 
vitality  of  their  respective  nations.  Many  of  the  Washington 
speeches  and  dinners  Farage  conducted  were  organized  by 
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authority  than  most  British  people.” 

But  to  curious  Republicans  in  Congress,  and  soon  to  Trump 
himself,  Farage  was  also  advancing  another  idea-one  that  could 
potentially  reshape  global  trade  in  a  Trump-led  world.  “I’m 
trying  to  make  the  case,”  he  said,  “that  a  big,  positive  signal 
from  a  Trump  administration  that  says  they  want  a  bilateral 
trade  deal  with  the  United  Kingdom,  that  comes  relatively  early, 
would  really  be  very  good  news.” 

Such  a  move  would  upend  U.S.  policy  toward  the  U.K. 
and  the  European  Union.  In  April,  President  Obama  visited 
London  to  lay  out  the  dire  economic  consequences  he  said 
would  befall  the  U.K.  if  it  voted  to  leave  the  EU  in  June’s  ref¬ 
erendum.  “Maybe,  at  some  point  down  the  line,  there  might 
be  a  [bilateral]  U.K.-U.S.  trade  agreement,”  Obama  said.  “But 
it’s  not  going  to  happen  anytime  soon,  because  our  focus  is  on 
negotiating  with  a  big  bloc-the  European  Union-to  get  a  trade 
agreement  done.”  If  Britons  voted  for  Brexit,  Obama  warned, 
the  U.K.  would  wind  up  a  diminished  partner,  relegated  to 

“the  back  of  the  queue.” 

Farage’s  proposal  would 
move  the  U.K.  to  the  front  of 
the  queue,  sweep  away  the 
whole  Obama-Clinton  chess¬ 
board,  roil  the  global  economy, 
and,  with  great  fanfare,  imprint 
the  Trump  stamp  on  U.S.  trade 
policy,  possibly  even  before 
he’s  sworn  in-all  things  that 
would  seem  to  appeal  to  the 
president-elect.  And,  if  Trump 


Bannon,  who  saw  Farage  as  a  fellow  revolutionary  and  a 
tribune  of  a  hard-right  global  uprising. 

By  the  time  the  Brexit  result  shocked  the  world  on  June  23, 
Farage  was  well-known  to  the  whole  coterie  of  right-wing  pop¬ 
ulist  Republicans  who’d  gravitated  to  Trump.  “They  were  all 
thrilled  when  Brexit  happened,”  Farage  told  me.  “I  got  texts 
and  letters  from  them  all,  plenty  of  congratulations.  Bannon 
was  over  the  moon.”  Having  made  up  his  mind  to  step  down 
from  UKIP,  Farage  traveled  to  Cleveland  for  the  Republican 
convention,  to  bask  in  his  heightened  status  among  his  giddy 
American  allies. 

The  connection  to  Trump,  he  claims,  came  not  through 
Bannon  but  Mississippi  Governor  Phil  Bryant,  whom  Farage 
met  while  drinking  in  Cleveland.  “It  was  a  bit  odd,  really,” 
Farage  said.  “I  meet  people  in  coffee  bars  mostly  late  at  night- 
or  bars,  anyway.  So  I  bump  into  the  Mississippi  delegation,  and 
they  invite  me  down.  That  then  coincides  with  a  big  change  in 
the  Trump  team”-Bannon  and  Kellyanne  Conway  were  put  in 
charge  of  the  campaign  on  Aug.  17-“and  suddenly  Trump  is 
calling  himself  Mr.  Brexit,  and  I’m  in  Mississippi  anyway.  They 
wanted  a  bit  of  an  authentic  voice  at  a  Trump  rally,  so  that’s 
how  it  came  to  be.” 

The  appearance  of  a  fringe  British  politician  at  a  Trump 
rally  in  the  Deep  South  drew  dismissive  chuckles  from  the 
U.S.  political  cognoscenti.  Bannon  recalled  a  New  York  Times 
reporter  who  appeared  on  MSNBC’s  Morning  Joe  remarking  that 
99  percent  of  Mississippians  would  have  no  clue  who  this  for¬ 
eigner  was  in  their  midst.  Bryant,  according  to  Bannon,  knew 
better.  “The  cosmopolitan  elites  in  Washington  and  New  York 
and  the  members  of  the  mainstream  media  have  no  earthly 


With  Representative  Peter  Roskam  (R-lll.) 


idea  of  the  symbolic  power  of  Nigel  Farage  to  the  ‘deplorables’- 
those  working-class  men  and  women  who  delivered  President¬ 
elect  Trump  his  stunning  victory”  Bannon  said. 

By  all  accounts.  Trump  himself  recognized  the  symbolism 
better  than  most  and  adopted  Farage  as  something  between 
a  talisman  and  a  mascot.  Soon,  Trump  was  declaring  that  the 
election  would  be  “Brexit  times  five”  or  “Brexit  times  50”  and 
mainlining  the  Farage-Bannon  antiglobalist  worldview  from  the 
stump.  When  Trump  won,  Farage  was  the  first  foreign  poli¬ 
tician  to  meet  with  him-no  accident,  say  senior  Trump  offi¬ 
cials.  Shortly  afterward  Farage  became  the  object  of  a  startlingly 
unorthodox  (though  thoroughly  Trumpian)  public  lobby¬ 
ing  campaign  conducted  on  Twitter  to  have  him  named  the 
British  ambassador  to  the  U.S.  “Many  people  would  like  to  see 
@Nigel_Farage  represent  Great  Britain  as  their  Ambassador  to 
the  United  States.  He  would  do  a  great  job!”  Trump  tweeted  on 
Nov.  21.  This  forced  an  awkward  response  from  a  British  gov¬ 
ernment  spokesman,  who  pointed  out  meekly:  “There  is  no 
vacancy.  We  already  have  an  excellent  ambassador  to  the  U.S.” 

Farage,  delighted  by  the  breach  of  protocol,  has  done  his 
best  to  stoke  the  resulting  controversy  while  pretending  to 
tamp  it  down.  “It’s  up  to  you  if  you  think  ‘Farage’  and  ‘diplo¬ 
mat’  go  together  in  the  same  sentence,”  he  said  in  Washington, 
with  a  sideways  glance.  “If  you  do,  then  that’s  fine.  I  would  say, 
traditionally,  no.  But  then,  it  is  2016!”  Eyeing  his  interlocutor 
to  see  if  his  point  had  registered,  Farage  decided  it  had  not. 
“As  far  as  my  role  is  concerned,  well,  it’s  quite  bizarre  isn’t  it?” 
he  said.  “Traditionally  the  Conservative  Party  had  great  links 


Renaissance  Technologies,  at  his  mansion  on  Long  Island.  This 
year’s  theme  was  “villains  and  heroes,”  and  Farage  dressed  up 
as  Admiral  Lord  Horatio  Nelson,  scourge  of  France,  with  a  vast 
bicorne  hat.  Afterward,  at  a  hotel  bar,  his  inhibitions  melted 
away  and  he  declared:  “Nelson  did  it  with  cannons  and  we  did 
it  with  votes,  all  right?  You  can  report  that!” 

Of  course,  there  really  isn’t  much  doubt  about  what  Farage 
is  telling  Trump  and  Bannon.  Or  Paul  and  the  other  senators 
he  met  with.  As  Farage  put  it  over  coffee,  while  flashing  a  lapel 
pin  of  interlocking  U.S.  and  British  flags,  “I  would  love  to  hear 
noises  coming  out  of  America:  ‘Let’s  do  a  bilateral  deal  with 
the  United  Kingdom.  It’ll  be  easy  and  quick.’  That  sends  a  lot 
of  signals,  completely  resets  the  relationship  between  our  two 
countries.  Good.  It  says  to  a  bigger,  wider  world  that  ‘bloc-ism’ 
is  over,  and  flexible  bilateralism  is  the  way  forward.  Again,  good. 
What  it  also  does  is,  hopefully,  begin  to  embolden  the  British 
government  into  realizing  that  to  be  told  by  Brussels  we’re  not 
allowed  to  negotiate  anything  until  we’ve  left  is  barmy.  This  is 
not  a  prison  we’re  in!  It’s  supposed  to  be  a  political  union.  A 
positive  message  coming  from  Trump  will  strengthen  our  hand 
with  Europe,  because  what  you’ll  start  to  hear  are  German  car 
manufacturers  and  French  Champagne  producers  saying  to 
their  governments  and  the  EU,  ‘Stop  being  so  ridiculous  about 
the  United  Kingdom.  Get  on  with  this  [disunion],  because  other¬ 
wise  they’re  going  to  find  a  whole  big  new  world  out  there.’ 
Good,  good,  and  good.” 

Caroline  Freund,  a  senior  fellow  at  the  Peterson  Institute 
for  International  Economics,  says  a  bilateral  agreement  could 
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with  the  Republican  Party.  That  was  blown  up  completely  by 
Trump  getting  the  nomination.  Most  of  the  cabinet,  and  most 
of  the  senior  apparatchiks  in  No.  10,  were  quite  abusive  about 
him.  So  now  we  have  a  new  British  government-they  don’t 
know  this  guy  and  the  rest  of  his  gang.  I  do.” 

What,  then,  would  Farage’s  role  be  in  the  Trump  era? 
“What  it’s  always  been,”  he  replied.  “To  be  constructive  and 
helpful  in  all  things  that  I  do.” 

In  Washington,  Farage  also  made  a  big  show  of  discretion, 
declining  to  name  which  politicians  he’d  met  with  unless  they 
first  felt  moved  to  share  news  of  the  meeting  themselves.  Some 
did.  “Oh,  look,”  his  staffer,  Matthew  Richardson,  said  at  one 
point.  “Rand  Paul’s  just  tweeted  your  selfie.”  Thus  freed  from 
the  demands  of  modesty,  Farage  confirmed  that,  yes,  he  had 
lobbied  Paul  on  the  idea  of  a  bilateral  agreement  and  gotten 
an  encouraging  reception.  “I  am  unashamedly  promoting  the 
idea  of  completely  resetting  the  U.S.-U.K.  relationship,”  he  said. 
“It  would  be  a  great  thing  to  do  in  terms  of  trade.  I  also  see 
Britain  as  a  massively  important  bridge  between  America  and 
the  rest  of  NATO,  because  NATO  itself  needs  to  have  a  conversa¬ 
tion  about  its  future  in  the  modern  world.”  Paul  didn’t  respond 
to  a  request  for  comment. 

Still,  Farage  demurred  when  the  discussion  turned  to 
Trump.  He  wouldn’t  share  details  of  their  Nov.  12  meeting,  nor 
say  if  he’d  be  meeting  with  him  again  on  this  trip.  “But  who 
knows?”  he  added  coyly.  “We  may  make  it  up  to  New  York.” 

Two  days  after  we  spoke,  on  Dec.  3,  he  did.  Farage  joined 
Trump  at  the  annual  costume  party  thrown  by  hedge  fund 
manager  Robert  Mercer,  the  co-chief  executive  officer  of 


benefit  both  Farage  and  Trump.  “From  Farage’s  standpoint,” 
she  said,  “this  adds  leverage  to  the  U.K.  in  their  divorce  pro¬ 
ceedings  with  the  EU.  But  Trump  would  get  a  lot,  too.  There’s 
a  cost  to  cutting  off  existing  agreements  like  the  Trans-Pacific 
Partnership.  He  could  show  he’s  not  completely  anti-trade, 
while  also  negotiating  the  ‘better’  free-trade  agreements  he 
keeps  promising-he’d  have  a  lot  of  leverage  here,  because  the 
U.K.  really  wants  to  balance  out  their  break  with  Europe.” 

But  more  than  that,  Trump  would  be  projecting  U.S.  primacy 
and  weakening  multilateral  organizations,  which  is  just  fine  with 
Farage,  who’s  begun  to  worry  about  the  U.K.’s  Brexit  resolve.  “I 
suspect  we  will  leave  the  Union,”  he  said.  “But  what  terms  we’ll 
leave  on,  I’m  getting  increasingly  nervous  about.  Nervous  that 
we’ll  sell  out.  Nervous  that  we’ll  get  half  a  Brexit.  If  I’m  wrong, 
and  they  do  the  job  properly,  then  I  will  just  quietly  drift  away. 
But  if  they  make  a  mess  of  it,  then  maybe  in  two  or  three  years’ 
time.  I’ll  have  to  get  back  and  get  involved  again.” 

With  that,  Farage  stood  up  and  announced  that  he  needed 

a  smoke.  His  retinue  fell  in 
line  behind  him  and  marched 
out  into  the  December  cold. 
As  Farage  lit  a  cigarette,  the 
latest  sign  of  his  growing 
U.S.  influence  arrived,  as 
most  things  do  these  days, 
via  social  media.  “Guess 
what?”  Richardson,  his  aide, 
exclaimed.  “Chuck  Grassley  just 
tweeted  out  your  picture!”  O 
— With  Zachary  Mider 


With  Senator  Chuck  Grassley  (R-lowa) 
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A  Life-Saving 
Medicine? 


ADVOCATES  BELIEVE  THE  POWDER  HELPS  PEOPLE  KICK  OPIOIDS  WITHOUT 
RISK  OF  ADDICTION.  WHEN  THE  DEA  TRIED  TO  CRIMINALIZE  IT,  THEY  FOUGHT  BACK 

. 


FOR  DAYS,  SUSAN  ASH  WOKE  AROUND  NOON,  ATE  A  BOWL 
of  cereal,  and  went  back  to  bed.  That  was  all  the  living  her  pain 
would  allow.  Her  neck  hurt,  her  hips  hurt,  her  knees  and  feet 
and  toes  hurt.  “I  felt  like  I’d  been  electrocuted,”  she  recalls. 
Her  doctor  in  Portland,  Ore.,  diagnosed  her  with  fibromyalgia, 
possibly  caused  by  past  car  and  bicycle  accidents.  She  tried 
physical  therapy,  acupuncture,  and  chiropractic  care,  to  no 
avail.  In  2008,  at  38  years  old,  she  sublet  her  apartment  and 
moved  to  Norfolk,  Va.,  where  she’d  grown  up.  “While  all  my 
friends  got  married  and  had  kids,”  says  Ash,  a  delicate  blonde, 

“I  was  at  home  living  with  my  parents.  And  I  was  sick.” 

To  counteract  her  aches,  she  took  three  or  four  30-milligram 
extended-release  morphine  pills  a  day,  plus  immediate-release 
ones  as  needed.  Eventually  her  new  physician  decided  she  didn’t 
have  fibromyalgia,  but  Lyme  disease.  Since  it  was  diagnosed  so 
late,  the  doctor  told  her,  it  would  likely  afflict  her  for  the  rest 
of  her  life.  By  then  addicted  to  morphine.  Ash  added  Dilaudid, 
a  semi-synthetic  opioid,  to  her  regimen,  then  shifted  to  oxy- 
morphone,  another  addictive  opioid.  Then,  she  says,  “I  lost  all 
control.”  She  started  snorting  crushed  oxymorphone  pills  off  a 
makeup  mirror  to  get  a  faster,  stronger  high.  She’d  use  a  month’s 
ration  in  three  weeks,  then  endure  a  week  of  withdrawal. 

Once,  after  her  prescription  ran  out,  she  wrote  on  Facebook 
that  she’d  lost  it,  hoping  someone  would  get  her  some  pills. 

A  woman  she  didn’t  know  suggested  she  try  kratom,  a  green 
powder  derived  from  the  crushed  leaves  of  an  eponymous 
tree  indigenous  to  Southeast  Asia.  Ash  scoffed.  “I  didn’t  care 
about  a  plant,”  she  says.  “I  was  like,  ‘Just  send  me  your  drugs.’  ” 
Eventually,  though,  she  ordered  some  kratom  capsules  online. 

agency’s  equivalent  of  the  FBI’s  Ten  Most  Wanted  list.  The  DEA 
and  FDA  had  determined  that  kratom  posed  an  “imminent 
hazard  to  public  safety”  on  the  order  of  heroin  and  LSD.  Once 
on  Schedule  I,  kratom  would  be  regulated  more  strictly  than 
opioids  such  as  oxycodone,  which  is  classified  as  a  Schedule  II 
drug.  These  drugs  also  have  a  high  potential  for  abuse,  but  they 
have  an  accepted  medical  use  for  treating  pain. 

The  finding  gave  the  DEA  the  authority  to  declare  kratom 
illegal  in  as  little  as  30  days.  Using,  selling,  distributing,  and 
marketing  it  would  be  subject  to  felony  prosecution,  prison, 
and  fines.  Just  like  that,  Ash  and  her  fellow  devotees  might  face 
the  choice  of  becoming  criminals  or  going  back  to  the  opiates 
they  maintained  had  poisoned  their  lives.  She  postponed  her 
return  to  Oregon,  set  up  her  laptop  and  iPad  in  her  parents’ 
dining  room,  and  went  to  work,  convinced  the  DEA  was  target¬ 
ing  a  potential  antidote  to  the  overdose  plague-a  substance  that 
had  all  the  benefits  of  powerful  opioids,  without  the  dangers. 

THE  GLOSSY  GREEN  LEAVES  OF  THE  KRATOM  TREE,  PART 
of  the  coffee  family,  have  been  consumed  for  centuries  in 
Indonesia,  Malaysia,  Thailand,  and  neighboring  countries. 
Farmworkers  believed  that  chewing  the  leaves  gave  them 
energy  during  long,  sweltering  days,  and  that  larger  amounts 
helped  treat  coughing,  diarrhea,  chronic  pain,  and  opium 
addiction.  The  tree’s  name  is  pronounced  KRAY-tom,  KRAH- 
tom,  or  krah-TUM,  depending  on  the  speaker,  while  its  con¬ 
sumable  form  is  variously  referred  to  as  kakuam,  biak-biak, 
mambog,  ithang,  and  ketum,  among  other  names.  A  premium 
variety,  maengda,  is  widely  translated  as  “pimp  grade.” 

They  came  in  an  unmarked  zip-lock  bag.  Ash  took  six,  and 
within  45  minutes,  she  says,  her  pain  and  withdrawal  symp¬ 
toms  had  become  manageable.  It  didn’t  deliver  much  of  a  high, 
but  soon  she  was  regularly  using  the  stuff  after  her  oxymor¬ 
phone  ran  out.  Finally,  she  decided  to  switch  to  kratom  alto¬ 
gether.  Several  times  a  day,  she  brewed  the  powder  into  tea  or 
ate  it  dry  despite  its  dirtlike  taste,  washing  it  down  with  water. 
Her  pain  and  opioid  cravings  subsided,  her  energy  returned, 
and  her  mind  cleared.  “I  was  like  a  different  person,”  she  says. 

Ash  became  such  a  fervent  believer  that  last  year  she  founded 
the  American  Kratom  Association  to  promote  the  product  and 
represent  its  users  nationwide.  At  the  time,  kratom  or  at  least 
one  of  its  active  ingredients  was  banned  in  Indiana,  Tennessee, 
Vermont,  and  Wisconsin.  Several  more  U.S.  states  were  consid¬ 
ering  restrictions,  concerned  that  the  substance  was  yet  another 
addictive,  gray-market  high.  Kratom  was  also  prohibited  or 
treated  as  a  controlled  drug  in  at  least  10  countries,  including 
Australia,  Malaysia,  Poland,  and  Thailand. 

Backed  by  donations.  Ash  spent  her  first  year  as  head  of  the 
AKA  lobbying  legislators  in  Alabama,  Florida,  Georgia,  New  York, 
and  North  Carolina,  arguing  that  kratom  was  a  safe  alternative 
to  legal  and  illegal  opioids,  which  had  caused  more  than  28,000 
overdose  deaths  in  2014,  according  to  the  Centers  for  Disease 
Control  and  Prevention.  But  as  she  was  hopscotching  state  cap¬ 
itals,  officials  at  the  U.S.  Food  and  Drug  Administration  and  the 
U.S.  Drug  Enforcement  Agency  were  preparing  an  unwelcome 
surprise.  One  morning  this  August,  as  Ash  was  packing  up  to 
move  back  to  Portland  with  the  idea  of  reclaiming  her  indepen¬ 
dence,  someone  sent  her  an  article  saying  that  the  DEA  was 
planning  to  place  kratom  on  its  list  of  Schedule  I  narcotics-the 

Kratom  gained  popularity  in  the  U.S.  over  the  past  decade 
or  so,  as  its  availability  spread  online  and  in  head  shops.  Two  or 

3  grams  of  powdered  extract  steeped  in  hot  water  or  whipped 
into  a  smoothie  offers  a  mild,  coffee-like  buzz;  doses  double  or 
triple  that  size  can  induce  a  euphoria  that  eases  pain  without 
some  of  the  hazardous  side  effects  of  prescription  analgesics. 
Preliminary  survey  data  gathered  recently  by  Oliver  Grundmann, 
a  pharmaceutical  sciences  professor  at  the  University  of  Florida, 
found  that  American  users  are  mostly  male  (57  percent),  white 
(89  percent),  educated  (82  percent  with  some  college),  and 
employed  (72  percent).  More  than  54  percent  are  31  to  50  years 
old,  and  47  percent  earn  at  least  $75,000  a  year. 

In  the  U.S.,  the  kratom  business  consists  mostly  of  retailers 
who  buy  raw  leaf  product  from  overseas  farmers  or  a  distributor. 
There  are  also  wholesalers  who  package  and  encapsulate  the 
stuff,  though  some  retailers  contract  this  out  themselves.  A 
recent  survey  by  the  Botanical  Education  Alliance,  a  business 
lobby  group,  counted  about  10,000  vendors  with  annual  revenue 
slightly  over  $1  billion. 

At  the  CBD  Kratom  shop  in  Chicago,  Andrew  Goth,  a  28-year- 
old  salesman  with  earlobe  expanders  and  a  Harry  Potter-style 
lightning-bolt  tattoo  beneath  his  Adam’s  apple,  describes  having 
shoppers  twice  his  age  who  rely  on  kratom  to  relieve  joint  and 
back  pain.  “Customers  who  take  two  or  three  OxyContins  or 
Percocets  can’t  be  productive  throughout  the  day,”  he  says. 
“On  kratom  they  can.”  Goth  uses  it  to  aid  his  recovery  from 
addiction  to  cocaine  and  alcohol. 

Along  a  brick  wall,  facing  a  portrait  of  Bob  Marley,  shelves 
of  glass  jars  display  strains  with  names  like  Green  Cambodian, 
White  Borneo,  and  Super  Indo.  Foil  packs  of  10  0.55-gram 

-  capsules  sell  for  $7.95,  raw  powder  is  $1  a  gram, 
and  2-ounce  Bali  Liquid  Gold  Shots  go  for  $9.95. 

1  Kratom  can  also  be  found  at  convenience  stores 
and  kava  bars  (kava,  a  derivative  of  a  South  Pacific 
plant,  is  a  trendy  alcohol  substitute),  but  the  bulk 
is  sold  via  Craigslist  and  online  retailers  such  as 
1  Kratom-IC  and  Kratora  Quality  Ethnobotanicals. 

Some  of  these  sites  include  legalistic  and 
occasionally  disingenuous  disclaimers.  “These 
products  are  not  intended  to  diagnose,  treat, 
cure,  or  prevent  any  disease,”  Kratom-K’s 
website  says.  “These  products  are  not  intended 
for  human  or  animal  consumption.”  The  site  also 
advises  visitors,  “Don’t  go  stocking  your  side¬ 
board  full  of  Green  Thai  kratom  if  you’re  quest¬ 
ing  after  relaxation.  However,  do  stock  it  when  in  hot  pursuit 
of  stimulation  power.” 

The  underpinnings  of  kratom’s  stimulation  power  are 
broadly  known  in  the  scientific  community,  though  virtu¬ 
ally  all  research  into  the  drug  has  been  restricted  to  animals. 
Kratom  works  a  lot  like  morphine.  It  contains  two  key  alkaloids 
-mitragynine  and  7-hydroxymitragynine-that  bind  with  pro¬ 
teins  called  Mu  receptors,  a  class  of  opioid  receptors  in  the 
brain  and  spinal  cord.  Once  activated,  a  Mu  receptor  acts  like 
a  dimmer  switch,  dulling  pain  signals  from  around  the  body. 
When  someone  takes  morphine  and  other  opioids,  these  recep¬ 
tors  also  trigger  neural  pathways  that  can  prompt  the  brain 
to  turn  off  breathing-the  primary  cause  of  overdose  death. 
For  reasons  that  aren’t  clear,  kratom’s  alkaloids  avoid  those 
perilous  trails. 

“Ain’t  that  cool?”  says  Edward  Boyer,  professor  of  emergency 
medicine  at  the  University  of  Massachusetts  Medical  School. 
“There’s  a  lot  of  super  sexy  research  you  could  do  with  this.” 
Some  investigation  is  taking  place  abroad-in  2014,  scientists  in 
Japan  reported  creating  a  kratom  derivative  240  times  as  effec¬ 
tive  at  pain  relief  as  morphine.  In  the  U.S.,  Boyer  and  researchers 
at  the  University  of  Mississippi  are  seeking  a  patent  on  methods 
of  treating  addiction  withdrawal  using  kratom  extract.  If  the 
drug  were  on  Schedule  I,  they  would  be  required  to  get  a  DEA 
license  and  ensure,  among  other  costly  steps,  that  their  supply 
was  safe  from  theft. 

Scientists  disagree  on  whether  kratom  is  addictive,  but  it 
has  been  observed  in  animals  that  its  alkaloids  also  attach 
to  the  Kappa  opioid  receptor,  which  creates  an  aversion  to 
opioid  cravings.  Absent  formal  research  on  humans,  feel-good 
stories  like  Ash’s  vie  with  case  studies  such  as  one  published  by 
the  Wisconsin  Medical  Society,  which  describes  a  37-year-old 
teacher  who  admitted  herself  to  an  addiction  clinic  because 
she  couldn’t  cold-turkey  kratom.  Boyer  recalls  one  patient  who 
mixed  leaf  powder  into  a  solution  and  injected  it.  “If  that’s  not 
problematic  drug  use,”  he  says,  “I  don’t  know  what  is.” 

THE  U.S.  GOVERNMENT  DIDN’T  PAY  MUCH  ATTENTION  TO 
kratom  until  July  2013.  That  month,  three  advocacy  groups  sent 
a  one-page  letter  to  Daniel  Fabricant,  who  was  then  the  direc¬ 
tor  of  the  FDA  division  that  oversees  the  dietary  supplement 
industry,  which  has  annual  revenues  of  $30  billion  or  more. 
The  letter  was  co-signed  by  the  heads  of  the  United  Natural 
Products  Alliance,  the  Council  for  Responsible  Nutrition,  and 
the  Consumer  Healthcare  Products  Association,  organizations 
representing  dietary  supplement  producers  and  marketers  such 
as  Herbalife,  Bayer,  and  Pfizer-but  not,  notably,  any  kratom 
vendors.  “Given  the  widespread  availability  of  kratom,”  the  letter 
said,  “the  dietary  supplement  industry  is  concerned  about  the 
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potential  dangers  to  consumers  who  may  believe 
that  they  are  consuming  a  safe,  regulated  product 
when  they  are  not.”  The  organizations  asked  the 
FDA  to  “deter  further  marketing  of  kratom  under 
the  mistaken  belief  that  it  is  a  legitimate  product.” 

The  letter  may  have  been  motivated  partly 
by  kratom’s  growing  sales.  But  supplement  com¬ 
panies  are  also  sensitive  to  the  perception  that 
their  business  is  lightly  regulated  and  rife  with 
empty  health  promises  and  half-baked  science. 
As  it  stood,  the  FDA  classified  kratom  both  as  a 
supplement,  like  protein  powder,  and  as  an  unap¬ 
proved  drug.  The  industry  groups  believed  the 
agency  wasn’t  giving  kratom  enough  scrutiny. 
“We  became  aware  it  was  being  sold  as  a  dietary 
supplement,  and  that  raised  red  flags,”  says  Steve  Mister,  pres¬ 
ident  and  chief  executive  officer  of  the  Council  for  Responsible 
Nutrition.  “If  it’s  going  to  be  in  the  marketplace,  the  FDA  needs 
to  enforce  the  law  to  protect  the  integrity  of  the  law.” 

The  1994  statute  governing  dietary  supplements  requires 
marketers  to  prove  that  new  products  or  ingredients  will  be 
reasonably  safe,  upon  which  the  FDA  conducts  a  75-day  vetting 
that’s  far  less  rigorous  than  the  review  pharmaceutical  makers 
face.  The  agency  doesn’t  approve  supplements  per  se,  but  if 
it  identifies  problems,  it  can  take  steps  to  get  products  off  the 
market.  Some  supplement  makers  skip  the  process,  hoping  the 
FDA  won’t  notice,  and  as  of  July  2013,  no  kratom  marketers  had 
informed  the  agency  about  their  products,  even  though  tons  of 
the  leaf  were  coming  into  U.S.  ports.  According  to  Fabricant, 
some  importers  would  mislabel  kratom  as  incense,  potpourri, 
or  cosmetics,  or  mark  packages  “not  for  human  consumption,” 
even  though  their  websites  said  otherwise. 

The  supplement  businesses  found  a  receptive  audience  in 
Fabricant,  who’d  joined  the  FDA  in  2011  after  working  as  a  vice 
president  for  the  Natural  Products  Association,  another  sup¬ 
plement  lobbying  group.  He’d  already  been  highlighting  safety 
concerns  about  kratom  at  trade  show  presentations  before 
the  letter  arrived.  Seven  months  after  he  received  it,  the  FDA 
issued  Import  Alert  54-15,  which  raised  “concerns  regarding 
the  toxicity  of  kratom  in  multiple  organ  systems.”  The  alert 
directed  field  agents  to  detain  packages  arriving  from  Canada, 
Indonesia,  and  Malaysia  that  they  suspected  of  containing  the 
product.  It  didn’t  cite  evidence  to  support  the  toxicity  claim. 

At  the  time,  the  DEA  seemed  less  worried  than  the  FDA. 
The  DEA  had  listed  kratom  as  a  “drug  of  concern”  for  several 
years,  but  spokeswoman  Barbara  Carreno  told  the  trade  publi¬ 
cation  Natural  Products  Insider  in  March  2014  that  kratom  had 
“not  been  a  big  enough  problem  in  the  U.S.  to  control.”  That 
posture  changed  several  months  later.  On  the  afternoon  of 
July  16, 2014,  according  to  the  Palm  Beach  Post,  20-year-old  Ian 
Mautner  drove  to  an  overpass  in  Boynton  Beach,  Fla.,  left  his 
Isuzu  Trooper,  removed  his  sandals,  and  threw  himself  to  his 
death  on  Interstate  95  below.  Police  found  packets  of  kratom  in 
his  vehicle.  Lab  tests  showed  mitragynine,  as  well  as  prescrip¬ 
tion  antidepressants,  in  his  blood.  He  hadn’t  left  a  suicide  note. 

Ian’s  mother,  Linda  Mautner,  blamed  her  son’s  death  on 
kratom  addiction,  telling  the  FDA  that  her  son  had  ingested 
the  leaf  frequently,  causing  him  to  suffer  from  weight  loss, 
vomiting,  constipation,  and  hallucinations,  among  other  prob¬ 
lems.  He  had  dropped  out  of  college  and  entered  rehab,  but 
relapsed  the  month  before  he  died. 

Five  weeks  later,  the  DEA  asked  the  FDA  for  a  recommen¬ 
dation  on  whether  to  name  kratom  a  controlled  sub- 
stance.  In  most  cases,  federal  law  requires  an  eight-factor 
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FDA  analysis  before  the  DEA  can  list  something  on  one  of  its 
five  Schedules.  Cough  and  anti-diarrhea  treatments  reside  at 
the  low  end  of  the  spectrum.  Schedule  V,  whereas  Schedule  I 
drugs  have  “no  currently  accepted  medical  use  and  high 
potential  for  abuse.” 

Officials  for  the  FDA  and  DEA  declined  to  be  interviewed 
for  this  story,  but  DEA  spokeswoman  Carreno  says  her  agency 
sought  the  FDA  study  in  part  because  some  states  and  other 
countries  had  begun  regulating  kratom.  “The  plant  was  partic¬ 
ularly  concerning  amidst  an  opioid  crisis,”  she  adds.  The  import 
alert  had  helped  to  identify  a  rise  in  kratom  shipments,  and  to 
expose  that  many  were  entering  the  country  clandestinely- 
something  that  figures  in  the  DEA’s  calculus  of  whether  a  sub¬ 
stance  should  be  legally  controlled.  The  FDA  was  also  getting 
complaints  that  kratom  had  made  some  consumers  ill,  and  that 
they  were  having  withdrawal  symptoms  when  they  tried  to  quit. 

In  September  2014,  the  U.S.  Marshals  Service  executed  the 
FDA’s  first  formal  seizure  of  kratom,  confiscating  more  than 
25,000  pounds  of  raw  leaf  valued  at  $5  million  from  a  Southern 
California  importer.  “We  have  identified  kratom  as  a  botani¬ 
cal  substance  that  poses  a  risk  to  public  health  and  has  the 
potential  for  abuse,”  said  Melinda  Plaisier,  the  FDA’s  associate 
commissioner  for  regulatory  affairs.  “This  action  was  taken  to 
safeguard  the  public  from  this  dangerous  product.” 


BY  THEN,  ASH  WAS  LIVING  AT  HER  PARENTS’  RED-BRICK  CAPE 
Cod  house  along  the  Lafayette  River  in  Norfolk,  collecting  $1,100 
monthly  disability  payments,  using  kratom  every  day,  and  men¬ 
toring  painkiller  addicts  on  how  to  make  the  transition  from 
opioids.  “These  were  broken  people,  and  this  is  the  scariest  time 
in  their  whole  lives  when  they  finally  make  a  decision  to  get  off 
of  opioids,”  she  says.  “I  was  literally  helping  little  old  ladies  who 
didn’t  want  to  take  oxycodone  anymore.” 

Ash  was  also  keeping  tabs  on  the  state  legislatures  that  were 
considering  kratom  bans.  The  Botanical  Education  Alliance 


(then  called  Botanical  Legal  Defense)  had  begun  lobbying  against 
restrictions  on  behalf  of  kratom  businesses,  and  Ash  decided  to 
start  an  association  that  would  represent  consumers.  A  vendor 
staked  her  the  $373  in  fees  that  she  needed  to  register  the  group, 
which  she  called  the  American  Kratom  Association,  and  she 
launched  the  organization’s  website  in  February  2015. 

A  former  volunteer  park  ranger  and  self-described  hippie 
chick  who  has  seen  the  Grateful  Dead  37  times.  Ash  had  worked 
for  forest  preservation  nonprofits  in  Utah  and  Oregon.  Advocacy 
came  naturally  to  her.  In  the  next  year  and  a  half,  she  told  her 
story  to  lawmakers  in  five  states.  She  says  many  officials  knew 
little  about  kratom  and  tended  to  lump  it  in  with  addictive  syn¬ 
thetics  such  as  so-called  bath  salts.  She  once  testified  at  a  legis¬ 
lative  hearing  in  Florida  that  also  included  remarks  from  Linda 
Mautner;  Ash  says  she  empathized  with  Mautner  but  believes 
there  were  reasons  other  than  kratom  for  her  son’s  death,  while 
Mautner  says  kratom  proponents  “were  very  angry  with  me, 
because  I  exposed  it.”  Despite  Ash’s  lobbying  efforts,  Arkansas 
and  Arizona  passed  bans,  the  fifth  and  sixth  states  to  do  so. 

In  Washington,  as  lawmakers  pressed  regulators  for  action 
on  the  opioid  epidemic,  the  FDA  and  DEA  were  building  a  case 
against  kratom.  They  compiled  research  showing  that  calls  about 
kratom-related  illnesses  to  poison  centers  had  risen  tenfold  since 
2010.  Reports  from  forensic  labs  about  trafficking  and  abuse  were 
up,  too.  Shipments  amounting  to  12  million  kratom  doses  had 
been  confiscated  or  detained  at  the  border.  And  the  DEA  counted 
at  least  30  worldwide  deaths  since  2009  as  kratom-related.  By 
early  2016,  both  agencies  viewed  kratom  use  not  as  a  vehicle 
for  recovery  from  opioid  abuse,  but  as  a  precursor  to  relapse. 

The  FDA  analysis  sought  by  the  DEA  still  wasn’t  done  in  May, 
when  DEA  Acting  Administrator  Chuck  Rosenberg  decided- 
without  the  FDA  objecting- to  criminalize  kratom  immediately. 
Scheduling  a  narcotic  typically  takes  years,  but  in  1984  Congress 
let  the  DEA  proceed  faster  with  drugs  the  agency  says  pose 
an  “imminent  hazard”  to  the  public.  In  the  past  two  years,  it 
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has  used  the  procedure  to  put  the  synthetic  cannabinoid  MAB- 
CHMINACA  (multiple  overdoses,  four  deaths)  and  the  opioids 
acetyl  fentanyl  (39  deaths)  and  U-47700  (15  deaths)  on  Schedule  I. 

The  DEA  issued  its  formal  notice  about  kratom  on  Aug.  30, 
calling  it  “an  increasingly  popular  drug  of  abuse  readily 
available  on  the  recreational  drug  market.”  By  law,  the  DEA’s 
final  ruling  wasn’t  subject  to  court  review.  Nor  did  it  require 
public  comment. 

“I  had  a  lot  of  panicked  people  on  my  hands,”  Ash  says.  From 
the  Queen  Anne  table  in  her  parents’  dining  room,  with  the 
family  mutt.  Dash,  snoozing  at  her  feet,  she  started  working 
t  the  phone,  e-mail,  and  social  media.  “We  are  now  facing  our 
<  darkest  hour,”  she  wrote  on  AKA’s  Facebook  page  on  Sept.  3. 
'  The  challenge  was  close  to  hopeless.  The  DEA  had  never 
1  changed  its  mind  about  scheduling  a  drug  on  an  emergency 
I  basis.  And  once  a  substance  is  on  Schedule  I,  it’s  almost  impos- 
:  sible  to  dislodge,  as  marijuana  supporters  know;  the  agency 
!  this  summer  rejected  the  most  recent  bid  to  de-schedule 
weed,  even  as  legal  U.S.  sales  of  medical  and  recreational 
marijuana  are  projected  to  reach  $7  billion  this  year. 

Within  a  week,  the  Botanical  Education  Alliance  and  Ash’s 
association  hired  a  lobbyist,  a  public-relations  company,  and 
the  Washington  law  firms  Venable  and  Hogan  Lovells,  where 
Rosenberg  had  once  been  a  partner.  Ash  also  went  on  what  she 
calls  “a  fundraising  rampage.”  Donations  and  $20  membership 
fees  poured  in,  including  a  $100,000  gift  from  a  retailer.  In  a  few 
weeks,  the  association’s  bank  account  swelled  from  $30,000  to 
$300,000.  By  December,  it  would  reach  $430,000. 

More  than  130,000  supporters  signed  a  whitehouse.gov  peti¬ 
tion  seeking  to  stop  the  DEA.  At  a  rally  near  the  White  House 
on  Sept.  13,  demonstrators  in  “Kratom  saved  my  mom”  T-shirts 


fatalities  the  DEA  had  cited  also  involved  alcohol,  narcotics, 
or  underlying  medical  conditions-something  the  DEA’s  own 
accounting  acknowledged  in  all  but  one  instance.  Nine  fatali¬ 
ties  in  Sweden  that  the  agency  had  listed,  for  example,  could 
be  traced  to  a  product.  Krypton,  that  was  laced  with  the  syn¬ 
thetic  opioid  tramadol,  which  in  large  doses  can  inhibit  breath¬ 
ing.  Other  deaths  had  been  complicated  by  heroin,  fentanyl, 
and  in  one  case  a  gunshot  to  the  head. 

More  than  200  of  the  660  kratom-related  calls  to  poison 
centers  had  also  involved  alcohol,  narcotics,  or  benzodiazepines, 
Hogan  Lovells  said.  “Never  before  has  DEA  invoked  its  emer¬ 
gency  scheduling  authority  to  take  action  against  a  natural 
product  with  a  long  history  of  safe  use  in  the  community,”  the 
letter  read.  It  was  signed  by  David  Fox  and  Lynn  Mehler,  former 
lawyers  in  the  FDA’s  Office  of  Chief  Counsel.  According  to  Ash, 
the  letter  cost  her  organization  $180,000. 

It  appears  to  have  been  worth  it.  September  ended 
without  DEA  action.  Then,  on  Oct.  12,  the  agency  shocked  the 
kratom  community  by  withdrawing  its  emergency  plan.  Instead, 
it  would  allow  six  weeks  of  public  comment  before  taking  any 
action.  Spokesman  Russell  Baer  told  Scientific  American  that 
the  DEA  still  believed  kratom  was  dangerous,  but  said  “we  don’t 
want  the  public  to  believe  we  are  simply  a  group  of  government 
bureaucrats  who  don’t  care  about  their  safety  and  health.” 

DAVID  DERIAN  LEARNED  OF  THE  TURNABOUT  IN  A  TEXT 
message.  “I  couldn’t  stop  crying  for  about  an  hour,”  he  says. 
Derian,  43,  started  using  kratom  about  six  years  ago,  after  endur¬ 
ing  more  than  a  decade  of  addiction  to  opioids  prescribed  for 
chronic  back  pain.  In  September,  the  company  he  founded,  INI 
Botanicals,  became  the  second  kratom  marketer  to  formally  seek 


j  “I  was  literally  helping  little  old  ladies  who  didn’t  want  to  take  oxycodone  anymore,  ”  Ash  says 


flogged  the  petition  and  served  kratom  tea.  Disabled  military 
veterans  and  others  posted  “I  Am  Kratom”  video  testimoni¬ 
als  on  social  media. 

On  Capitol  Hill,  Representative  Mark  Pocan,  a  Wisconsin 
Democrat,  received  an  e-mail  from  a  friend  in  Colorado  who 
relies  on  kratom  to  neutralize  various  ailments.  After  reading 
the  DE  A  decision  and  deciding  that  the  agency  had  used  what 
He  calls  “a  nonprocess  with  a  lot  of  pretty  shaky  science,”  he 
invited  Ash  to  D.C.  for  a  chat.  Eventually  he  and  Matt  Salmon, 
a  Republican  representative  from  Arizona,  recruited  49  House 
members  to  co-sign  a  letter  urging  Rosenberg  to  delay  a  final 
decision  and  allow  for  public  comment.  In  a  separate  letter,  six 
university  researchers  argued  that  a  ban  would  jeopardize  their 
promising  work  on  kratom  derivatives. 

The  public  backlash  surprised  the  DEA,  which  rarely  gets 
such  outcry  over  decisions  not  involving  marijuana.  As  Pocan 
says,  “This  is  hardly  the  tie-dye  psychedelic  crowd.  These  are 
people  in  their  30s,  40s,  50s  with  serious  diseases  and  condi¬ 
tions  who  had  to  go  to  pain  meds  and  got  addicted.” 

The  kratom  advocates’  law  firms  also  sent  letters  to  the  DEA. 
Hogan  Lovells’s  35-page  missive  included  an  extra  51  pages  of 
testimonials  from  kratom  users.  “This  is  LIFE  and  DEATH  for 
hundreds  of  thousands  of  Americans,”  wrote  an  unnamed 
39-year-old  woman  who  said  she  was  suffering  from  muscular 
dystrophy  and  back  pain.  “This  plant  has  brought  nothing  but 
good  into  my  life  and  if  it’s  ripped  away,  I  fear  for  my  very  life.” 

Point  by  point,  Hogan  Lovells’s  letter  attacked  the  govern¬ 
ment  brief  that  sought  to  make  kratom  the  legal  equivalent  of 
LSD.  The  firm  argued  that  no  reports  in  scientific  journals  had 
ever  attributed  a  death  solely  to  kratom  use,  and  that  all  of  the 


FDA  acceptance  of  its  products  as  dietary  supplements.  (Another 
company’s  application  was  rejected  by  the  FDA  last  year.) 

In  preparation  for  the  submission,  INI  stopped  selling  its 
kratom  offerings,  which  it  sells  under  the  brand  Lucky  Botanicals, 
and  started  commissioning  scientific  studies.  “We  wanted  to 
become  part  of  the  solution  and  not  add  to  the  problem,”  Derian 
says.  He  calls  working  with  the  FDA  “refreshing  and  exciting,” 
adding,  “they’ve  been  nothing  but  helpful.”  If  the  DEA  contin¬ 
ues  its  tactical  retreat,  Derian  plans  to  start  selling  a  kratom 
product  called  Mitrasafe. 

“I’d  like  to  see  this  industry  as  regulated  as  the  dietary  sup¬ 
plement  industry,”  Ash  says.  “Nothing’s  being  sold  in  the  U.S. 
that  can  compare  to  how  unregulated  this  industry  is.  I  know 
there  are  some  bad  people  out  there.”  For  now,  the  FDA  is  still 
working  on  its  eight-factor  analysis,  and  the  DEA  must  pore 
over  the  more  than  22,000  public  comments  it  received.  It’s 
not  clear  when  the  DEA  will  take  its  next  step,  but  it  could  be  to 
resume  the  emergency  scheduling,  launch  a  lengthier  review, 
or  leave  kratom  alone. 

Earlier  this  year.  Ash  tore  the  meniscus  in  her  right  knee 
while  walking  in  heels.  Doctors  prescribed  oxycodone  for  the 
pain.  She  says  she  gave  the  pills  to  her  mom,  to  dole  out  in  strict 
accordance  with  the  prescription.  “They  just  didn’t  do  what  I, 
as  an  addict,  expected  them  to  do,”  she  says.  When  the  oxy  was 
gone,  she  went  back  to  kratom. 

Now,  Ash  wonders  what  she’ll  do  if  kratom  is  outlawed. 
“I  don’t  have  very  good  choices,”  she  says.  She  finally  moved 
back  to  Portland  in  October,  and  on  stressful  days,  she  feels  a 
familiar  craving.  “If  I  could  just  take  opiates,”  she  says,  half- 
joking,  “like  in  the  good  old  days.”  © 


The  government  of  Venezuela  has  a  lot 
of  enemies  in  Washington— 
and  Martin  Rodil  is  bringing  in  more 
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The  setting  was  idyllic:  the  Belmond  La  Samanna  resort 

on  the  French  side  of  St.  Martin.  It’s  a  Caribbean  retreat  with 
beach  cabanas,  tennis  courts,  and  $i,ooo-a-night  rooms.  As 
guests  enjoyed  alfresco  massages  and  hammock  cocktails  that 
February  afternoon,  inside  one  room  everyone  was  all  busi¬ 
ness.  An  engineer  from  the  Venezuelan  state  oil  company, 
Petroleos  de  Venezuela  S.A.,  set  a  12-inch  stack  of  documents 
on  the  table,  and  the  questions  began  from  three  investigators 
from  the  New  York  County  District  Attorney’s  Office.  They’d 
flown  him  from  Venezuela  via  Cura9ao-first  commercial,  then 
t,  charter- to  cover  his  tracks. 

The  engineer  and  his  documents  were  central  to  a  case 
l  the  investigators  had  been  pursuing  for  five  years:  the  fun- 
i  neling  of  hundreds  of  millions  of  dollars  from  PDVSA 

<  (“peh-deh-VEH-sah”)  through  U.S.  and  Swiss  banks  to  Iran, 

:  skirting  U.S.  sanctions  on  the  country.  Investigators  suspected 
i  that  PDVSA  had  laundered  the  funds  via  vastly  inflated  housing 

<  construction  contracts  with  Iranian  companies.  The  documents 
i  appeared  to  detail  the  housing  deals  and  payments  to  Swiss 
!  bank  accounts  through  JPMorgan  Chase-a  potential  violation 
i  of  U.S.  law.  The  investigation  is  ongoing;  PDVSA  hasn’t  been 

charged  with  illegal  activity  involving  Iran. 

An  affable  man  who  spoke  little  English,  the  engineer  knew 
that  if  the  case  succeeded,  he  could  be  in  line  for  political 
asylum  in  the  U.S. ,  along  with  a  possible  whistle-blower  reward. 
He  also  saw  what  the  Iranians  were  up  to  and  didn’t  like  it.  So 
though  the  questioning  took  two  days,  he  was  patient. 

There  was  someone  else  in  the  room,  the  man  who’d  put  it 
all  together-a  Venezuelan  named  Martin  Rodil.  Tall,  bespecta¬ 
cled,  with  a  few  extra  pounds  around  the  middle,  Rodil,  43,  had 
mastered  the  art  of  being  both  bulldozer  and  sweetheart.  He’d 
been  a  low-level  researcher  at  the  International  Monetary  Fund 
in  Washington  until  an  acquaintance  hired  him  in  2006  to  look 
into  payments  by  PDVSA  to  Iran.  It  became  an  obsession,  and 
before  long  he  was  in  communication  with  the  district  attorney’s 
office  in  Lower  Manhattan.  Rodil  was  an  unconventional  collab¬ 
orator,  one  former  investigator  says:  He  sought  no  credit  and 
didn’t  know  at  first  to  ask  for  money.  And  the  documents  and  tips 
he  provided  almost  always  checked  out.  Eventually,  he  started 
talking  to  prosecutors  about  a  witness  to  the  Iran  payments 
whom  they  just  had  to  meet.  He’d  found  the  PDVSA  engineer. 

And  now,  here  they  were.  As  Rodil  worked  in  the  resort 
room,  helping  translate  the  engineer’s  answers,  he’d  not  yet 
been  condemned  as  a  traitor  on  Venezuelan  national  television. 
U.S.  law  enforcement  officials  hadn’t  yet  warned  him  of  cred¬ 
ible  threats  to  his  life,  advising  against  travel  anywhere  near 
his  home  country.  And  aides  to  President-elect  Donald  Trump 
hadn’t  started  asking  for  advice  about  Venezuela. 

That  would  come  later. 

But  by  the  time  of  the  meeting  on  St.  Martin,  in  2014,  Rodil 
had  become  a  key,  compensated,  and  sometimes  controver¬ 
sial  figure  in  the  U.S.  pursuit  of  Venezuelan  corruption  and 
drug  trafficking  cases  against  top  officials  in  the  socialist  gov¬ 
ernment  of  President  Nicolas  Maduro  and  PDVSA.  Some  of  the 
information  he  passed  on-that  Iran  was  about  to  place  missiles 
in  Venezuela,  for  example-proved  groundless.  But  much  else 
has  held  up,  and  as  the  bloom  has  gone  off  South  American 
leftist  populism,  Rodil’s  fixation  on  replacing  the  Venezuelan 
government  has  become  mainstream. 

The  case  of  the  PDVSA  engineer  is  an  example  of  Rodil’s 
original  and  most  basic  service:  He  delivers  Venezuelans  of 
value  and  is  paid-modestly,  he  says-by  government  entities. 
He  also  has  a  better-paying  business  in  which  his  clients  are 
rich  Venezuelans  who  are  desperate  to  get  out.  He  helps  them 


do  that  and,  where  appropriate,  works  with  them  to  develop 
strategies  for  cooperating  with  U.S.  authorities.  For  these 
services,  he  commands  an  hourly  rate  or  is  kept  on  retainer. 
The  most  lucrative  of  his  businesses  is  a  consulting  practice 
for  companies  and  individuals  seeking  intelligence  and  risk 
assessment  in  Latin  America. 

Rodil  has  helped  bring  more  than  two  dozen  of  his  country¬ 
men  to  the  U.S.  They’re  an  elite  slice  of  the  Venezuelan  diaspora 
fleeing  a  wrecked  economy  and  social  turmoil.  They  include 
former  generals,  ministers,  and  oil  executives  and  a  former 
senior  judge  and  presidential  bodyguard.  The  role  he  plays  in 
their  lives  is  often  profound.  He  coaxes  them  to  reveal  what 
they  saw  and  participated  in.  He  then  assesses  the  value  of 
their  information  and  determines  which  government  agency 
would  be  most  interested.  He  brokers  the  relationship  with  the 
agency  and  often  does  more-helping  his  clients  move  to  safe 
places  with  secure  telephones,  for  example. 

Some  of  those  he’s  delivered  have  taken  part  in  corrupt 
deals.  Many  hope  to  exchange  what  they  know  for  a  visa  or  pro¬ 
tection  in  America;  others  want  to  help  the  U.S.  go  after  their 
old  bosses,  colleagues,  and  government  leaders.  Their  stories 
document  the  cruel  mix  of  corruption  and  mismanagement 
that  has  run  Venezuela,  an  OPEC  member  sitting  on  the  world’s 
largest  oil  reserves,  into  the  ground.  “Martin  Rodil’s  delivered 
critical  assets  and  documents  for  U.S.  investigators,”  says  a  U.S. 
State  Department  official  with  knowledge  of  the  cases. 

Trump’s  victory  seems  to  have  turbocharged  Rodil’s  practice. 
On  the  Monday  morning  after  Thanksgiving,  he’s  driving  his  car 
and  talking.  There’s  almost  too  much  business  to  handle,  he  says. 

As  he  navigates  through  Washington,  his  adopted  hometown,  his 
phone  won’t  stop  buzzing.  People  close  to  the  Trump  transition 
team  are  calling  to  ask  for  a  white  paper  on  Venezuelan  policy. 
There  are  also  text  messages  to  answer,  calls  to  make,  meet¬ 
ings  with  congressional  Republicans  to  attend.  He  pulls  over. 

“It’s  been  nonstop  since  Trump  won.  Everyone  wants  to 
know  what  it  means,”  Rodil  says  as  he  sits  in  his  parked  car, 
the  hazard  lights  flashing.  During  the  campaign.  Trump  prom¬ 
ised  to  crack  down  on  Venezuela’s  government.  Now  that  he’s 
won,  Rodil  has  gotten  multiple  inquiries  from  senior  officials 
and  military  officers  in  Venezuela,  sounding  him  out  for  a  deal. 
“People  are  really  scared,”  he  says. 

To  appreciate  the  arc  of  Rodil’s  role  as  rainmaker  is  to  grasp 

how  far  Venezuela  has  fallen.  The  story  inevitably  involves  oil. 
In  1960  the  country  was  the  world’s  biggest  oil  producer;  today 
Saudi  Arabia  produces  almost  five  times  more. 

PDVSA  was  never  the  world’s  most  efficient  oil  company,  but 
as  late  as  the  1990s  it  was  a  competent  state-owned  monopoly. 
It  was  a  hybrid-nationalized  yet  open  to  joint  ventures  and  run 
by  thousands  of  experienced  engineers,  rig  operators,  and  oil 
workers.  In  1997  production  peaked  at  3.6  million  barrels  a 
day,  and  the  company  had  a  five-year  plan  to  reach  5  million. 
It  now  produces  barely  2  million  barrels  a  day. 

In  1998,  Hugo  Chavez,  a  charismatic  former  army  para¬ 
trooper,  won  the  presidency  in  a  landslide.  He  imposed  big 
changes  on  industrial  policy,  land  ownership,  and  income  dis¬ 
tribution.  At  PDVSA  he  installed  top  executives  who  shared 
his  ideology.  In  2002  he  named  as  company  president  Gaston 
Parra,  a  professor  with  no  experience  in  the  oil  industry.  Within 
months,  oil  workers  went  on  strike,  national  unions  joined  in, 
and  Chavez  called  on  the  military  to  intervene.  Senior  com¬ 
manders  refused  and  demanded  Chavez’s  resignation.  For 
48  hours,  Chavez  stepped  down  in  what  was,  in  essence,  a 
military  coup.  But  loyalists  mounted  a  countercoup,  and 
Chavez  returned  to  the  presidency,  going  on  television 


to  condemn  many  of  the  PDVSA  managers  by  name.  When  he 
was  done,  he’d  fired  two-thirds  of  the  employees,  including 
the  most  seasoned  engineers,  technicians,  and  researchers, 
and  replaced  them  with  more  loyalists. 

Within  two  years,  Rafael  Ramirez-Venezuela’s  current 
ambassador  to  the  United  Nations-began  a  decade-long  run 
as  president  of  PDVSA.  He  followed  Chavez’s  order  to  turn  the 
company  into  an  engine  of  political  and  social  change.  Chavez 
sought  to  lead  a  group  of  countries  aligned  against  the  U.S.  and 
used  oil  as  a  policy  tool.  He  shipped  vastly  subsidized  crude 
to  Cuba,  the  Dominican  Republic,  and  other  countries,  and 
borrowed  $65  billion  from  China,  to  be  repaid  in  crude.  The 
company  also  created  scores  of  subsidiaries  that  had  nothing 
to  do  with  producing  oil,  including  a  brick  factory,  sorghum 
and  pig  farms,  and  programs  to  build  schools. 

Chavez’s  ascent  to  power  also  brought  about  corruption  on  a 
scale  never  before  seen  at  PDVSA.  According  to  a  recent  report  by 
Venezuela’s  opposition-led  Congress,  $11  billion  was  looted  from 
PDVSA  from  2004  to  2014.  The  company  paid  for  a  million  tons 
of  food,  for  example-powdered  milk,  meat,  chicken,  cooking 
oil-and  less  than  a  quarter  of  it  was  ever  delivered;  internal 
audits  put  the  cost  of  the  loss  at  $1.9  billion.  Billions  more  were 
paid  for  fraudulent  contracts  for  oil  rigs,  ships,  and  refineries. 
U.S.  officials  suspect  the  company  has  been  used  to  hide  and 
launder  billions  earned  from  crooked  deals  and  from  helping 
Colombian  guerrillas  traffic  cocaine  through  Venezuela.  (PDVSA 
didn’t  respond  to  multiple  requests  for  comment  for  this  story.) 

As  the  country  plunges  further  into  crisis-as  once-modern 
emergency  rooms  run  critically  short  of  antibiotics  and  bandages, 
violent  crime  empties  city  streets  at  night,  and  middle-class  fam¬ 
ilies  routinely  give  up  dinner  because  food  simply  costs  too 
much-oil  specialists  lament  the  rapid  decline  of  PDVSA.  “That 
is  depriving  the  Venezuelan  people  of  the  natural  resources  they 
own,”  says  Amos  Hochstein,  the  State  Department’s  coordinator 
for  energy.  “Venezuela  can  and  should  be  a  wealthy  country.” 

Rodil  arrived  in  Washington  in  2000  as  an  unemployed 

political  science  graduate  with  the  modest  ambition  of  study¬ 
ing  English  and  expanding  his  horizons.  He  worked  as  a  part- 
time  limo  driver,  then  caught  on  at  the  IMF.  In  2003  he  met  Tal 
Hanan,  a  former  Israeli  army  commando  who  was  working  as 
a  security  and  investigative  consultant.  They  stayed  in  touch. 

Three  years  later,  Rodil  had  settled  into  a  job  as  a  data 
processor  at  one  of  the  IMF’s  Latin  America  departments  in 
Washington.  He  spent  his  days  entering  information  from 
central  banks  in  South  America  into  obscure  databases.  One 
day,  as  he  toiled  on  a  project  about  money  laundering,  the 
phone  rang.  It  was  Hanan.  He  said  a  client,  a  large  bank,  was 
worried  that  a  Panamanian  bank  it  was  buying  might  be  a 
conduit  for  PDVSA-linked  money  destined  for  Iran.  That  would 
be  a  violation  of  U.S.  sanctions. 

The  concern  made  sense.  In  2006,  Chavez  hosted  Iranian 
President  Mahmoud  Ahmadinejad,  part  of  his  plan  to  build 
and  lead  an  anti-U.S.  movement.  A  2012  internal  briefing  for 
Chavez,  obtained  by  Bloomberg,  notes  that  the  two  countries 
had  signed  262  agreements  for  work  in  Venezuela  and  Iran-to 
search  for  oil,  transport  fuels,  plant  and  mill  corn,  and  build 
cement  and  chemical  factories.  The  ventures  were  a  “model 
for  the  anti-imperialist  struggle,”  the  briefing  says. 

Hanan  knew  Rodil  was  working  for  the  IMF  on  something 
about  money  laundering,  and  he  said  those  skills  could  be  put 
to  use  for  his  client.  Would  he  like  to  work  part  time  to  help 
trace  the  money’s  path?  Rodil  said  he  could  use  the  extra  cash. 

Rodil,  who’d  been  an  intern  at  PDVSA,  called  a  friend 
there.  The  friend  told  him  PDVSA  had  contracted  with  Iranian 


companies  to  build  apartments  throughout  Venezuela.  He 
provided  documents  about  the  deals  and  also  introduced 
Rodil  to  the  PDVSA  engineer,  who  produced  more  docu¬ 
ments.  Rodil  came  to  suspect  that  the  contracts  were  a  cover 
for  Chavez  to  funnel  money  to  Iran.  He  quit  the  IMF  and  went 
into  partnership  with  Hanan.  Shortly  thereafter,  he  also  started 
working  as  a  consultant  with  Roger  Noriega,  who’d  been  an 
assistant  secretary  of  state  under  George  W.  Bush  and  whom 
many  involved  in  Latin  America  consider  a  far-right  ideologue. 
That  has  made  some  mistrustful  of  Rodil  and  his  activities,  too. 

Since  he  was  8,  Rodil  has  worn  a  Star  of  David  pendant, 
a  gift  from  his  grandfather.  He  wasn’t  raised  as  a  Jew,  but  as 
he  worked  with  an  Israeli  on  an  investigation  involving  Iran,  he 
began  to  think  about  that  part  of  his  identity.  In  2007  he  and 
Hanan  decided  to  tell  the  Israeli  government  what  they  were 
learning.  Through  a  mutual  contact,  Rodil  went  to  Bogota  to 
see  Yosef  Kuperwasser,  a  retired  Israeli  brigadier  general  who’d 
spent  years  in  intelligence  and  was  working  as  a  private  security 
consultant  for  Colombian  President  Alvaro  Uribe.  Kuperwasser 
organized  a  meeting  in  Israel  with  senior  intelligence  officers  to 
hear  about  the  Venezuelan  connection.  At  Israel’s  intelligence 
headquarters  at  Glilot  Junction,  north  of  Tel  Aviv,  a  dozen  men 
questioned  Rodil  and  Hanan  for  two  days.  Rodil  says  the  offi¬ 
cials  urged  him  to  take  his  evidence  to  U.S.  law  enforcement. 

When  he  returned  to  the  U.S.,  Rodil  called  Adam  Kaufmann, 
then  an  assistant  New  York  district  attorney  heading  the  inter¬ 
national  financial  crimes  section.  Kaufmann  had  spent  years 
investigating  Lebanese  drug  trafficking  in  Paraguay  and  worked 
on  so-called  stripping  cases  related  to  Iran-cases  in  which 
banks  and  companies  strip  Iran’s  name  off  money  transfers 
to  evade  sanctions.  But  Kaufmann  knew  less  about  the  Iran- 
Venezuela  connection. 

The  documents  Rodil  handed  over  revealed  that  PDVSA  had 
financed  and  managed  at  least  three  contracts  with  Iranian 
construction  companies,  worth  more  than  $2.3  billion.  Of 
24,000  units  planned,  only  a  couple  thousand  had  been  built. 
The  PDVSA  engineer  was  the  manager  on  one  of  the  projects, 
operated  by  Iranian  International  Housing.  He’d  spent  a  year 
dealing  with  the  Iranians.  They  were  tyrants  on  the  job  site, 
and  he  considered  them  corrupt  and  overpaid-the  agents  of  a 
vast  rip-off  of  his  country.  “I  knew  something  strange  was  going 
on,  and  I  was  fed  up  with  it,”  he  said  in  October  in  a  phone 
interview  from  Venezuela,  asking  that  his  name  be  withheld 
because  of  fears  he’d  be  accused  of  treason  and  jailed. 

The  engineer’s  great  value  was  that  he  knew  about  the  money 
in  detail.  On  his  project,  his  documents  showed,  the  Iranians 
were  being  paid  roughly  $74,000  per  apartment,  four  or  five 
times  what  a  unit  cost  to  build.  Prosecutors  suspect  it  was  a 
way  for  Chavez,  until  he  died  in  2013,  and  then  Maduro  to  move 
money  to  Iran.  In  order  to  receive  payment  in  dollars,  which 
Venezuela  had  and  Iran  desperately  wanted,  Behrooz  Zangeneh, 
managing  director  of  Iranian  International  Housing,  asked  to  be 
paid  via  third  parties.  In  one  2011  letter,  Zangeneh  instructed 
Ducolsa,  the  state  housing  company  PDVSA  was  using  to  oversee 
the  project,  to  direct  payments  to  an  account  at  Hyposwiss 
Private  Bank  held  by  an  obscure  Swiss  asset-management  firm 
called  Clarity  Trade  &  Finance.  Ducolsa  made  the  payments 


“Once  the  investigators  come  to  your 
door,  it’s  too  late  for  my  help” 


through  JPMorgan  Chase,  PDVSA  documents  show.  The  funds 
should  go  to  Clarity  Trade  “in  view  of  the  current  difficulties  for 
transfer  and  ffiovement  of  funds,”  Zangeneh  wrote.  (JPMorgan 
Chase  declined  to  comment.  Investigators  don’t  suspect  the 
bank  was  aware  it  was  being  used  to  help  move  money  to 
Iranians.  Iranian  Iiiternational  Housing  and  Zangeneh  didn’t 
respond  to  requests  for  comment.  Hyposwiss  Private  Bank  shut 
down  in  2013;  its  owner,  St.  Galler  Kantonalbank,  declined  to 
comment.  An  accounting  company  representing  Clarity  Trade, 
which  is  now  in  liquidation,  declined  to  comment.) 

Six  months  after  the  meeting  on  St.  Martin,  prosecutors  flew 
the  engineer  to  New  York,  where  he  sat  down  with  them  again, 
signed  a  deal  to  cooperate,  and  handed  over  his  documents.  He 
returned  to  Venezuela,  where  he’s  waiting  to  see  if  prosecutors 
bring  indictments  and  fly  him  back  to  New  York  as  a  witness. 

In  2015  another  key  figure  in  the  case  popped  up  in  America. 
Rodil  heard  from  a  Venezuelan  contact  that  a  former  PDVSA 
executive  had  traveled  to  New  York  to  learn  English  and  take 
business  courses.  Rodil  contacted  the  man  and  explained  that 
his  signature  on  key  documents  could  get  him  into  legal  trouble 
in  the  U.S.  He  tried  to  persuade  him  to  talk  to  the  prosecutors 
and  offered  to  arrange  a  deal.  The  ex-official  turned  him  away, 
saying  he’d  done  nothing  wrong,  and  settled  with  his  girlfriend 
into  a  rented  apartment  along  the  Hudson  River,  in  Westchester 
County.  Investigators  stewed:  A  man  who’d  signed  crucial  doc¬ 
uments  in  the  case  was  living  comfortably  just  north  of  their 
Manhattan  offices. 

This  past  January,  Rodil  got  a  call  on  his  cell  phone  before 
breakfast.  “I  need  help,”  the  caller  pleaded.  “The  cops  have  just 
been  here.”  It  was  the  former  PDVSA  executive.  An  investigator 
from  the  New  York  County  District  Attorney’s  Office  and  an  FBI 
agent  had  knocked  on  his  door  at  6  a.m.  Speaking  in  Spanish, 
they  told  him  they  knew  plenty  about  him-where  he  took  classes 
in  business  administration  and  where  he  studied  English.  They 
had  documents  with  his  signature  that  seemed  to  show  he’d 
helped  PDVSA  violate  U.S.  sanctions  on  Iran  using  New  York 
banks.  At  least  one  letter  said  the  money  should  be  transferred 
through  the  U.S.,  but  the  name  “Iran”  needed  to  be  struck.* 

Answering  questions  in  his  bathrobe,  a  bit  disoriented,  the 
man  said  those  above  him  at  PDVSA  had  cleared  his  actions. 

,  The  investigators  knew  that.  They  wanted  to  use  him  to  nail  his 
bosses.  One  of  the  two  investigators  said,  “When  I  go  home  for 
the  day,  it’s  to  my  wife  and  kids.  I  won’t  have  to  think  more  about 
our  meeting.  You,  on  the  other  hand,  can  expect  another  knock 
on  the  door.  The  next  time  you  pass  through  a  U.S.  airport,  there 
might  be  a  tap  on  the  shoulder.”  After  they  left,  the  man  made 
his  desperate  phone  call.  Rodil  told  him  to  contact  a  lawyer. 
“I  told  him,  ‘Once  the  investigators  come  to  your  door,  it’s  too 
late  for  my  help.’  ”  After  the  potential  witness  was  in  the  hands 
of  any  U.S.  agency,  no  other  agency  was  going  to  pay  Rodil  to 
deliver  him.  The  ex-executive  hurried  back  to  Venezuela. 

Life  was  starting  to  get  dangerous  for  Rodil.  Federal 

prosecutors  were  zeroing  in  on  corruption  at  PDVSA’s  operations 
in  the  U.S.  in  a  group  of  overlapping  cases  in  Houston,  Miami, 
and  New  York.  Two  nephews  of  Maduro’s  wife  were  sitting  in 
a  New  York  prison  awaiting  trial.  Rodil’s  friends  in  Israeli  intel¬ 
ligence  and  U.S.  law  enforcement  told  him  they  were  hearing 
about  threats  to  his  life.  It  quickly  got  worse.  In  April,  Diosdado 
Cabello,  a  former  congressional  leader  and  one  of  Venezuela’s 
most  powerful  figures,  used  his  TV  show  to  denounce  Rodil. 
Sitting  at  a  desk  with  a  big  studded  club  at  his  fingertips,  Cabello 
declared,  “Venezuelan  traitors  to  their  country:  a  Venezuelan 
named  Martin  Rodil.  You  got  that?  Martin  Rodil!”  He  described 
Rodil  as  a  man  who  made  a  living  helping  corrupt  Venezuelans 


“Traitors  to  their  country... 

Martin  Rodil.  You  got  that?  Martin  Rodil!” 


escape  to  the  U.S.  to  give  secrets  to  the  enemy.  He  accused  him 
of  being  involved  in  plans  for  a  coup  d’etat. 

Rodil  hasn’t  been  to  Venezuela  in  11  years.  Last  year  the 
government  refused  to  renew  his  passport,  rendering  him 
stateless.  Soon  after  Cabello’s  televised  tirade,  a  contact  inside 
Venezuela  tipped  off  Rodil  that  the  authorities  were  going  after 
his  brother  in  Caracas.  Rodil  got  his  brother  out,  at  3  a.m.,  by 
land  to  Colombia,  and  then  to  Washington,  where  he  lives 
with  Rodil’s  family. 

Rodil’s  links  to  Israel  have  grown.  When  he  and  his  wife  were 
unable  to  conceive,  they  traveled  to  Israel  in  2007  to  try  in  vitro 
fertilization.  Their  twins  are  “made  in  Israel,”  in  Rodil’s  words. 
With  funding  from  a  Venezuelan  Jew,  he’s  also  brought  dozens 
of  Venezuelan  doctors  and  other  specialists  to  Israel  to  confer 
on  a  detailed  plan  for  rebuilding  the  country  after  the  fall  of 
Chavismo.  In  the  past  year,  Rodil  helped  found  the  Venezuelan 
American  Leadership  Council,  a  lobbying  group  modeled  on  the 
powerful  American  Israel  Public  Affairs  Committee.  Its  leaders- 
Rodil  just  became  the  group’s  president-hope  to  use  it  to  win 
congressional  support  to  pressure  Maduro.  Rodil  recently  took 
Israeli  citizenship,  the  source  of  his  sole  passport.  “I  feel  patrio¬ 
tism  for  three  countries,”  he  says.  “For  Venezuela,  where  I  was 
born;  Israel,  where  I  am  a  citizen;  and  the  U.S.,  where  I  have 
spent  16  years  and  where  my  kids  are  growing  up.” 

U.S.  cases  against  Venezuelans  have  started  to  reach  court¬ 
rooms.  Earlier  this  year,  two  Venezuelan  oil-services  contrac¬ 
tors  pleaded  guilty  in  federal  court  in  Houston  to  bribing  three 
PDVSA  employees  to  secure  $1  billion  of  contracts  on  American 
soil.  Federal  prosecutors  in  Houston  are  expected  to  issue 
indictments  and  seize  properties  of  other  Venezuelans  soon, 
people  familiar  with  the  case  say.  In  November  the  president’s 
wife’s  nephews  were  convicted  in  a  Manhattan  court  of  con¬ 
spiring  to  traffic  800  kilos  of  cocaine.  (Maduro  and  his  wife 
weren’t  implicated.)  In  one  way  or  another,  Rodfl’s  clients  had 
a  hand  in  all  these  cases. 

Not  long  ago,  Rodil  set  up  a  new  company,  Inter-American 
Solutions,  and  moved  into  posh  K  Street  offices  in  Washington. 
He’s  hired  a  researcher  from  the  New  York  County  District 
Attorney’s  Office  and  is  opening  a  Manhattan  branch  in  the 
Chrysler  Building.  He’s  increasing  his  focus  on  the  most  lucra¬ 
tive  part  of  his  business,  the  investigative  work  and  analysis 
for  banks,  investors,  and  companies. 

On  a  recent  Thursday  afternoon,  Rodil  and  a  small  group  of 
fellow  Venezuelans  ate  arepas,  Venezuela’s  corn-patty  staple, 
in  the  company’s  D.C.  conference  room.  Rodil  paused  and  put 
down  his  food,  and  everyone  stopped  to  listen.  He  told  a  story 
about  a  client  who  had  to  make  a  run  for  it  at  night  by  sea  to 
a  Caribbean  island  and  is  now  seeking  asylum  in  the  U.S.  He 
spoke  of  the  ex-PDVSA  executive  surprised  at  the  door  by  inves¬ 
tigators.  Then  he  stared  at  the  half-eaten  arepa  on  his  plate. 
“This  is  the  Venezuelan  diaspora,”  Rodil  said.  “We  got  this  from 
a  food  truck  downstairs  owned  by  a  guy  who  left.  He  wasn’t 
downstairs  a  year  ago.  I  see  Venezuelans  everywhere  I  go  now.” 

The  calls  keep  coming.  “So  many  people  want  to  leave,”  he  said. 
“It’s  gotten  to  the  point  where  we  have  to  turn  people  away.”  © 
— With  Ladane  Nasseri 


V>'e  &0^6 

*\°f V°  - 


@ 


A® 


®'°V 


l* 

^ J  _ 9 

ygi 

i®ffc 

wj .  / 1  \  -j  \ 

F**:*£9  \ 

V f\i  .  \  l 

Y  p  ] 

d  dj 

Media 


The  discussion  site  Imzy  promises  to  be- 
you  ready?-“a  community  as  welcoming  / 
conscientious  /  creative  /  intellec¬ 
tual  /  opinionated  /  fanatical  /  diverse  / 
curious  /  active  /  passionate  /  goofy  / 
funny  /  tough  /  adventurous  /  interest¬ 
ing  /  obsessed  /  quirky  /  generous  /  playful  /  artistic  as  you  are.” 
The  internet  isn’t  often  a  place  you’d  call  welcoming  or  con¬ 
scientious  these  days,  so  a  forum  like  this  seems  anachronis¬ 
tic  at  best;  no  one  would  question  that  it’s  naive,  not  even  the 
founders,  Dan  McComas,  42,  and  his  wife,  Jessica  Moreno,  43, 
who  started  it  in  October.  They  learned  just  how  rough  things 
can  get  online  when  they  worked  for  Reddit,  the  eighth-most- 
visited  site  in  the  U.S. 

Originally,  all  McComas,  an  independent  web  developer 
obsessed  with  Christmas,  wanted  to  do  was  set  up  a  secret 
Santa  exchange  for  the  news  and  discussion  platform’s  users. 
In  December  2009,  he  built  a  separate  forum,  Redditgifts,  that 
lets  people  sign  up  for  a  randomly  assigned  gift  sent  through  the 
mail.  (Reddit  was  cool  with  it,  though  it  didn’t  have  ownership.) 
“It  was  an  idea  I  didn’t  put  more  than  five  minutes  of  thought 
into,  and  then  thousands  of  people  were  using  it,”  McComas 
says.  Just  by  word-of-mouth,  Redditgifts  attracted  so  many  people 
that  McComas  was  quickly  overwhelmed  with  maintaining  the 
code.  He  handed  off  customer  service  to  Moreno,  a  soft-spoken 
artist  who  enjoys  the  medium  of  felt.  Still,  the  unpaid  hobby 
was  taking  so  much  time  that,  after  Christmas  2010,  McComas 
planned  to  shut  down  the  service.  Instead,  Reddit  bought  it  for 
an  undisclosed  sum  and  brought  the  couple  officially  on  board. 
Redditgifts  grew  to  have  more  than  200,000  participants  by  2014, 
landing  the  Guinness  record  for  world’s  largest  gift  exchange, 
and  McComas  became  the  jolly  face  of  the  forum.  He  even  deliv¬ 
ered  a  TEDx  Talk  titled  “It’s  All  About  the  Giving.” 

McComas  went  on  to  be  named  vice  president  for  product 
for  all  of  Reddit,  and  Moreno  headed  up  the  team  handling 
community  issues.  But  Reddit  is  a  radical  proponent  of  free 
speech-it’s  been  criticized  for  fostering  bullying  and  hate 
speech-so  the  issues  she  dealt  with  were  more  intense  than, 
say,  a  secret  Santa  participant  not  receiving  the  perfect  Star 
Wars  figurine.  The  site  hosted  forums-“subreddits”- 
called  “beatingwomen”  and  “jailbait.”  Most  days, 

Moreno  went  home  shellshocked,  sometimes 
having  spent  the  afternoon  contacting  the 
FBI  about  possible  child  porn  in  the  jail- 
bait  thread.  Eventually,  she  persuaded 
Ellen  Pao,  Reddit’s  chief  executive  officer 
at  the  time,  to  ban  five  communities,  includ¬ 
ing  beatingwomen  and  jailbait;  the  largest 
was  “fatpeoplehate,”  which  had  150,000 
members  bent  on  shaming  the  overweight.  The  haters 
weren’t  pleased.  Moreno  got  death  and  bomb  threats-their 
address  was  “doxxed,”  or  maliciously  published  online,  and 
they  had  to  have  a  police  watch  put  on  their  Bay  Area  home. 

McComas,  who  argued  with  Pao  about  how  best  to  engage 
Reddit  users,  says  he  was  fired  in  July  2015;  Moreno  says  she 
quit  soon  after.  (The  company  won’t  comment  on  former 
employees.  In  a  statement  to  Bloomberg  Businessweek,  it  said, 
“Reddit  is  not  immune  to  the  challenges  faced  by  other  social 
media  platforms  around  harassment  and  extreme  content,  and 
it’s  an  issue  we  take  seriously.”)  In  the  days  and  weeks  that  fol¬ 
lowed,  McComas  thought  about  his  time  at  Reddit.  “I  feel  like  I 


did  something  bad  for  the  world,”  he  says  more  than  a  year  later, 

turning  down  the  1940s  Sirius  station  in  his  Audi  as  he  drives  in  Salt 
Lake  City,  where  the  couple  now  live.  “I  didn’t  want  to  be  part  of 
a  company  with  a  group  that  teaches  one  another  to  ‘groom’  chil¬ 
dren  for  incest.  It  makes  me  sick  that  I  even  know  that  phrase.” 


“YOU  CAN  HAVE 
YOUR  FEELINGS 
HURT  ON  IMZY. ... 
YOU  CAN’T  GET 
DEATH  THREATS” 


So  Moreno  and  McComas  decided  to  start  a  community  that 
would  be  nice-no  harassment,  racism,  misogyny,  porn,  or  fat 
shaming.  “You’re  never  standing  on  a  corner,  and  someone 
walks  by  and  says,  ‘You’re  a  fat  pig!’”  McComas  says.  “That’s 
what  happens  on  the  internet.  That’s  what  I  want  to  change.”  In 
August  he  and  Moreno  gathered  four  former  Reddit  employees 
and  a  person  who  worked  for  Twitter  to  begin  hatching  the  site. 

They  decided  that  if  they  wanted  a  kind  site,  it  would  help  to 
work  in  a  kind  place-thus  the  move  to  Salt  Lake  City.  McComas 
left  the  Mormon  church  when  he  was  17,  but  his  practicing 
parents  had  retired  there.  “That’s  where  my  love  of  community 
comes  from,”  he  says,  “ft  came  from  Mormonism,  and  then  from 
punk,  and  transferred  online.”  (McComas  was  the  drummer  for 
the  Criminals,  a  band 
whose  most  popular  Moreno  and  McComas 

.  at  Imzy  headquarters 

song  was  The  Angry 

Ouija  Board  Has  Sent 
Us  to  Destroy  the  City 
of  Berkeley  Califor¬ 
nia  So  Run  for  Your 


F—ing  Life,  off  the  1998  album  Burning  Flesh  and  Broken  Fingers.) 

Imzy-the  name  means  nothing;  it  was  an  available  URL  without 
copyright  issues-made  its  debut  on  Oct.  26  and  has  attracted  more 
than  50,000  members,  many  of  them  Redditors  whom  McComas 
courted.  Imzy  users  have  founded  communities  similar  to  what 
you’d  find  on  Reddit,  plus  a  bunch  you  might  not,  such  as  “daily 
positivity,”  which  asks,  “What  did  you  do  that  made  you  say,  ‘Wow, 
today  was  awesome’?”  The  company  has  attracted  $11  million  in 
seed  money,  which  McComas  and  Moreno  say  will  last  three  years. 
Most  of  the  capital  comes  from  Index  Ventures,  where  partner 
Danny  Rimer,  a  Reddit  fan,  noticed  the  uptick  in  far-right  invec¬ 
tive  on  the  site  during  Donald  Trump’s  presidential  candidacy. 
“If  you  moderate  the  platform,  you  could  build  something  large,” 
Rimer  says.  Instead  of  relying  on  ads  as  Reddit  does,  McComas 
wants  to  take  a  cut  of  user-generated  commerce.  The  plan  is  for 
communities  to  offer  subscriptions  for  extra  content,  throw  paid 
events,  and  sell  merchandise. 

For  now,  Imzy  is  just  trying  to  add  users.  Its  18-person  team 
works  at  an  office  on  the  second  floor  of  an  old,  exposed-brick 
building  on  Main  Street.  They  code  on  laptops,  sitting  on  couches, 
in  recliners,  and  on  a  beanbag  arranged  around  a  55-inch  televi¬ 
sion  screen  showing  a  crackling  yule  log.  Christmas  music  plays, 
and  a  stack  of  stockings  with  each  employee’s  name  sits  on  a  chair. 
McComas  wears  a  Christmas  hat.  It’s  Nov.  3. 

The  staff  is  intentionally  diverse  to  help  sensitize  Imzy  to  users’ 
needs.  Much  of  what  employees  work  on  is  how  to  get  people 
not  to  be  jerks.  To  fight  trolls,  Imzy  has  created  numerous  bar¬ 
riers  to  joining  a  community.  On  Reddit,  new  users  are  assigned 
communities  to  explore.  Most  Reddit  meanness  isn’t  leveled  by 
members  of  a  subreddit,  but  by  visitors.  That  meanness  shows  up 
as  “brigading”  (groups  from  one  community  maliciously  swarming 
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The  “fatpeoplehate”  group  that 
Moreno  banned  from  Reddit 
migrated  to  Voat,  which  was  started 
by  Atif  Colo  and  Justin  Chastain,  soft¬ 
ware  engineers  in  their  early  30s  who 
believe  that  people  should  be  able 
to  say  or  see  anything,  as  long  as  it’s 
legal  under  U.S.  law.  They  answered 
questions  by  e-mail.  Edited  excerpts: 

What  challenges  have  you 
encountered? 

Voat  has  been  under  constant 
DDoS  [distributed  denial  of  service] 
attacks  almost  since  Day  One.  At 
one  point,  our  servers  were  shut 
down  by  our  ISP  without  notice.  We 
even  received  death  threats. 

Imzy  is  trying  to  create  a  Reddit 
with  heavily  moderated  commu¬ 
nities  in  which  hateful  speech 
is  banned. 

That  model  will  certainly  work  for 


people  who  actively  choose  to  filter 
reality.  Free  speech  can  be  good 
and  bad.  While  we  don’t  approve 
or  condone  hateful  speech,  we  also 
firmly  stand  against  meddling  in 
human  nature. 

Has  the  fatpeoplehate  group 
been  hard  to  deal  with? 

This  group  posted  an  image  of  us  and 
called  us  fat.  Instead  of  removing  the 
image  and  banning  the  entire  group, 
we  decided  to  change  our  lives.  Atif 
has  been  training  at  a  gym  twice  a 
day  for  almost  a  year,  and  he  changed 
his  bad  diet  in  favor  of  healthier 
alternatives.  Justin  has  begun  a 
juicing  addiction. 

How  is  Voat  doing  in  general? 

Voat  is  doing  better  than  ever.  We’re 
in  a  position  to  pursue  funding  and 
will  be  taking  steps  in  this  direction 
soon.  — J.S. 


another)  and  “s— posting”  (purposefully  off-topic  comments), 
behavior  Imzy’s  approach  seeks  to  prevent. 

The  site  also  doesn’t  allow  for  the  kind  of  gamification  that’s 
built  into  Reddit,  where  users  compete  for  “upvotes”  to  get  to 
the  top  of  a  page  or  “downvotes”  to  prove  their  trollishness.  Imzy 
just  lists  posts  chronologically.  And  it  bans  bad  actors.  “You  can 
have  your  feelings  hurt  on  Imzy.  You  can  have  disagreements,” 
says  Kaela  Worthen  Gardner,  Imzy’s  head  of  product.  “You  can’t 
have  someone  stalking  you.  You  can’t  get  death  threats  and  rape 
threats  and  see  racial  slurs.  You  can’t  be  a  jerk.” 

Subreddit  moderators  have  limited  power,  but  Imzy  gives 
community  leaders  real  authority.  They  can  disallow  anonymity, 
establish  rules  of  decorum,  and  ban  members  who  violate  them. 
(So  far,  no  trolls  have  attacked  the  10  members  of  my  community, 
“The  Awesome  Column  by  Joel  Stein.”  All  of  them  abide  by  my  one 
dictate:  “Stop  making  fun  of  me.”)  Imzy  has  attracted  celebrity 
community  leaders  such  as  Lena  Dunham,  whose  700  members 
discuss  her  feminist  publication,  Lenny  Letter,  though  she  rarely 
engages  with  them. 

McComas  says  about  60  percent  of  the  moderators  of  the  200 
most  popular  subreddits  have  joined  Imzy.  One  of  them  goes  by 
Zork.  He  doesn’t  want  to  give  his  real  name-he  fears  that  Reddit 
users  will  track  him  down,  because,  after  starting  a  Reddit  group 
about  celebrities  eating  sandwiches  (and  paying  to  have  it  adver¬ 
tised  on  the  site),  he  got  hate  messages  from  people  annoyed  about 
seeing  the  ads.  Zork  created  an  Imzy  community  about  debunk¬ 
ing  falsehoods,  mostly  political  ones.  It’s  got  3,000  members  and 
no  trolls.  Imzy  “put  this  huge  target  on  themselves,”  Zork  says. 
“I  thought  for  sure  the  trolls  were  going  to  try  to  take  it  down.  I 
haven’t  seen  that.  People  have  been  a  lot  nicer  on  Imzy.” 

Recently,  the  fatpeoplehate  haters  tried  to  start  an  Imzy 
community.  Moreno,  who  usually  responds  to  hate-riddled  e-mails 
with  a  cute  cat  GIF,  banned  them  immediately.  But  “they  were 
pretty  chill.  They  said,  ‘OK.  Thanks,’  ”  she  says.  “They  didn’t 
know  I  was  the  one  who  banned  them”  from  Reddit.  Bad  people, 
she  and  McComas  have  found,  can  act  decently  when  there’s 
an  expectation  that  they  should.  The  couple  already  knew  the 
opposite  was  true,  too.  © 


Delamain  Vesper  XO 

$180;  missionliquor.com 
Cognac  for  the  Scotch 
lover:  Its  aromas  of  leather, 
mushroom,  and  vanilla  will 
be  familiar  to  anyone  with  a 
soft  spot  for  Macallan. 


Tesseron  XO  Passion 

$300;  sherry-lehmann.com 
VSOP?  Please-Tesseron  doesn’t 
bother  selling  anything  younger 
than  an  XO.  This  one’s  a  blend 
of  30  eaux  de  vie,  resulting  in  a 
spicy,  floral  spirit. 


Martell  Blue 
Swift  VSOP 

$45;  calvertwoodley.com 
Martell,  the  world’s 
oldest  cognac  house, 
is  learning  new  tricks. 
These  include  finishing 
its  latest  release  in 
bourbon  barrels, 
which  adds  vanilla  and 
coconut  aromas  to  a 
typically  fruity  profile. 


Chateau  de 
Montifaud 
VSOP 

$75;  wallywine.com 
This  light,  golden 
cognac  is  made  from 
grapes  grown  on 
the  chateau’s  estate, 
located  in  Petite 
Champagne,  one  of 
the  six  subregions 
(or  crus)  of  Cognac. 
Did  you  know  there 
are  only  about  a 
dozen  such  grower- 
producers  in  the 
world?  Probably  not, 
but  now  you  have  an 
excellent  tidbit  to  drop 
at  cocktail  parties. 


BLUE 


COGNAC  V.SOPJ 
BOUPBON i 


Hine  Antique  XO 

$200;  beaconwine.com 
All  40-plus  eaux  de  vie 
in  this  cognac  are  from 
Grande  Champagne, 
the  most  highly 
regarded  cru,  and  each 
is  aged  at  least  20  years 
before  blending. 


I  or  most  of  the  mid- to  late 
Aughts,  cognac  produc¬ 
ers  concentrated  their 
■  marketing  dollars  on 
China’s  ballooning  middle 
class.  But  with  a  greater 
emphasis  on  personal 
austerity-along  with 
a  new  suite  of  anticorruption 
laws-killing  demand  for  high- 
end  gifts  there,  those  producers 
are  turning  to  the  U.S.,  where  we 
can’t  seem  to  consume  enough 
brown  spirits:  There  were 
4-7  million  cases  of  cognac  sold 
here  in  2015,  and  that  number  is 
expected  to  reach  5  million  this 
year.  Some  bottles  can  get  pricey 
(Tesseron  sells  one  for  $1,200), 
but  don’t  let  that  deter  you  from 
gifting  an  option  not  so  insanely 
expensive-a  little  austerity  cer¬ 
tainly  can’t  hurt. 


xh*mmcn£ 


antique 


abchateau 


PREMIER 


What  is  cognac,  exactly? 


Short  answer:  It's  brandy  made 
in  France’s  Cognac  region.  And 
what  is  brandy?  It's  an  amber 
spirit  produced  from  a  blend  of 
eaux  de  vie  wines  distilled  from 
grapes  and  aged  for  at  least 
two  years.  All  cognacs  are 
brandies,  but  not  all  brandies 
are  cognacs. 


What  do  the  letters  on  the  labels  mean? 


VS  (very  special):  Barrel-aged  for  a  minimum  of  two 
years,  these  tend  to  be  lighter  and  less  complex. 
VSOP  (very  superior  old  pale):  These  are  aged  for 
a  minimum  of  four  years  and  are  darker  and  more 
concentrated  as  a  result. 

XO  (extra  old):  Prior  to  2016,  these  were  aged  for 
a  minimum  of  six  years;  now  it’s  a  minimum  of  10. 
Also  known  as  Napoleon  cognacs,  they’re  the  most 
sophisticated  and  complex  out  there. 


—  THIS  HOLIDAY  SEASON  — 

TAKE  $200  OFF 

SIMPLISAFE  HOME  SECURITY 


W3S 


Whether  you're  home  for  the  holidays  or  away: 
Protect  your  home  with  SimpliSafe's  special  holiday 
package,  The  Defender.  At  $200  off,  it's  our  biggest 
holiday  offer  ever. 


Designed  for  comprehensive  24/7  home  protection, 
this  1  7-piece  system  secures  each  door  and  window 
in  your  home.  No  landline  or  hardwiring  required. 
Your  home  and  family  stays  safe  around  the  clock. 
With  alarm  monitoring  and  police  dispatch  for 
$1 4.99/mo,  you'll  know  the  minute  something 
happens.  And  there's  no  long-term  contract,  so 
you’re  free  to  start  or  stop  service  any  time. 


REDEEM  THIS  OFFER  ONLY  AT 


SimpliSafe.com/bloo 


Hurry!  Offer  expires  1 2/25/1 6. 


Etc.  The  Gr»i«ic 


EAUTIFULFRIENDSHIP 

Michael  Lewis  chronicles  the  groundbreaking  collaboration  of  behavioral 
economists  Daniel  Kahneman  and  Amos  Tversky.  By  Peter  Coy 


because  of  a  mind  meld  that  made  it 
impossible  for  them  to  sort  out  who 
contributed  what.  Out  of  their  collab¬ 
oration  in  the  1970s  came  a  series  of 
landmark  papers  on  the  workings  of 
the  mind  that  have  changed  psychol¬ 
ogy,  economics,  and  public  policy.  Their 
research  inspired  automatic  enrollment 
in  retirement  savings  programs,  as  well 
as  calorie  counts  on  menus.  Marketers 
embrace  their  “prospect  theory,”  which 
describes  how  people  value  gains  and 
losses.  Irrationally,  we’re  happier  getting 
two  $50  vouchers  than  one  for  $100. 

The  friendship  gradually  disintegrated 
in  the  1980s  when  Tversky  began  to  get 
the  lion’s  share  of  public  credit  for  their 
work.  “I  would  hear  their  phone  calls,” 
Tversky’s  widow  tells  Lewis.  “It  was 
worse  than  a  divorce.”  In  1996,  three 
days  after  Kahneman  told  Tversky  they 
were  no  longer  friends,  Tversky  called 
to  say  he’d  been  diagnosed  with  cancer 
and  given  six  months  to  live.  They  recon¬ 
ciled  before  Tversky  died  that  June.  Six 
years  later,  Kahneman  alone  accepted 
the  Nobel  Prize  for  economics,  which 
isn’t  awarded  posthumously. 

The  “undoing  project”  refers  to  an 
idea  Kahneman  proposed  to  Tversky 
as  their  collaboration  was  waning. 
It’s  about  how  people  mentally 
undo  things  that  have  happened 
to  them,  imagining  what  would 
have  occurred  if  not  for  some 
chance  event.  Undoing  is  a 
process  that  feeds  regret,  frus¬ 
tration,  and  envy.  Kahneman, 
as  the  surviving  partner,  seems 
to  feel  all  those  emotions  about 
their  relationship.  “I  hate  the 
feeling  of  envy,”  Kahneman 
told  a  Harvard  psychiatrist 
in  an  interview,  supplied  to 
Lewis,  for  a  book  that  was 
never  published.  Yet  their 
years  together  were  incred¬ 
ibly  productive,  and  Lewis 
recounts  with  deep  human- 
a  project  that  no  one 
yould  ever  want  undone.  © 


For  the  past  several  years,  the 
shelves  of  airport  bookstores  from 
LAX  to  JFK  have  groaned  under 
the  weight  of  nonfiction  works 
exploiting  ideas  that  originated 
with  Israeli  psychologists  Daniel 
Kahneman  and  the  late  Amos 
Tversky:  one-syllable  titles  such 
as  Nudge,  Blink,  and  Drive;  Predictably 
Irrational  and  The  Power  of  Habit;  and 
Kahneman’s  own  Thinking, 

Fast  and  Slow.  In  various 
ways,  these  books  explain 
or  expand  on  the  scholars’ 
groundbreaking  discov¬ 
ery  that,  contrary  to  what 
economists  long  assumed, 
we’re  wired  to  make  mis¬ 
takes.  Doctors  misdiag¬ 
nose  illnesses,  savers  blow 
their  money,  and  generals  put  troops  in 
harm’s  way  because  of  heuristics-mental 
shortcuts-that  don’t  work. 

In  The  Undoing  Project:  A  Friendship 
That  Changed  Our  Minds  ($28.95, 
W.W.  Norton),  Michael  Lewis  has  found 
a  compelling  way  to  mine  this  seam.  He’ll 
likely  get  another  movie  out  of  it;  if  you 
saw  The  Blind  Side,  Moneyball,  or  The  Big 
Short,  you  have  Lewis  to  thank  for  the 
raw  material.  He  casts  Danny  and  Amos, 
as  he  refers  to  his  protagonists,  as  mis¬ 
matched  men  who  enjoyed  an  intellec¬ 
tual  bond  so  intense  that  it  resembled  a 
marriage.  “What  they  were  like,  in  every 
way  but  sexually,  was  lovers,”  Lewis  writes 
in  what  will  probably  be  the  book’s  most 
quoted  sentence.  The  Undoing  Project 
is  a  history  of  the  birth  of  behavioral 
economics,  but  it’s  also  Lewis’s  testa¬ 
ment  to  the  power  of  collaboration.  ’ 
Kahneman  and  Tversky  came  from 
different  backgrounds.  During  World 
War  II,  Kahneman  fled  Paris  with  his 
family,  hiding  from  the  Nazis  for  a  time 
in  a  chicken  coop  in  the  south  of 
France.  They  moved  to  Israel  after 
the  war.  Kahneman  was  messy, 
moody,  self-doubting,  ant 
averse  to  conflict.  Tversky’’ 
three  years  younger,  grew 


“WHAT  THEY 
WERE  LIKE, 
IH  EVERY  WAY 
BUT  SEXUALLY, 
WAS  LOVERS” 


up  in  Israel;  he  was  neat,  combative,  and 
charismatic,  physically  unimpressive  but 
brave.  (Note  to  casting  directors:  Brad  Pitt 
isn’t  an  obvious  choice  for  either  role.) 
The  army  decorated  Tversky  after  he 
rescued  a  fellow  soldier  who  fainted  on 
top  of  a  ticking  explosive  during  a  training 
exercise.  From  then  on,  he  felt  he  had 
to  live  up  to  his  reputation  for  heroism. 
Both  men  earned  undergraduate  degrees 
from  the  Hebrew  University 
of  Jerusalem  and  doctorates 
in  the  U.S. 

Lewis  false-starts  his 
book  with  a  chapter  on 
mental  mistakes  by  pro 
sports  scouts,  a  bit  that 
seems  to  have  fallen  out 
of  Moneyball.  His  subjects 
don’t  appear  together 
until  page  142  (of 369),  when  Kahneman 
trashes  a  paper  that  Tversky  has  pre¬ 
sented  at  a  conference.  The  relation¬ 
ship  quickly  becomes  intense.  “We  just 
found  each  other  more  interesting  than 
anyone  else,”  Kahneman  tells  Lewis.  The 
two  took  turns  as 
lead  author 
on  joint 
papers 
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KeDecca  naa  oeen  rocKy  ror  a 
while.  After  five  months  together, 
she  went  on  vacation  without 
him,  then  started  standing  him 
up.  He  knew  things  were  finished 
when  he  spotted  Rebecca  cruis¬ 
ing  by  on  a  bicycle,  an  elated- 
looking  beagle  running  by  her  side. 
Woodrow,  my  3-year-old  Labrador 
retriever,  looked  mournful  watching 
his  onetime  walker  getting  along  so 
well  with  another  dog.  (Then  again,  he 
always  looks  kind  of  mournful.) 

The  pairing  of  dog  and  walker  can  be 
an  awkward  one,  often  involving  unreli¬ 
able  listings  on  Yelp  or  Craigslist  or  both. 
It’s  a  classic  pain  point  in  the  pet-owning 
experience.  That’s  why  Silicon  Valley  is 
swooping  in,  getting  behind  a  handful 
of  apps  that  make  it  easier  for  owners 
and  walkers  to  find  each  other-and  for 
walkers  to  market  and  insure  themselves. 

There’s  no  immediately  recognizable 
dog-walking  app  for  good  reason-it’s  a 
spectacularly  bad  business.  It’s  a  small 
market,  largely  confined  to  urban  areas 
where  yards  and  doggie  doors  aren’t  the 
norm;  it’s  tough  to  improve  your  profit 
margin  without  walking  more  than  one 
dog  at  a  time,  which  excludes  animals 
who  don’t  play  well  with  others;  and, 
for  owners,  it’s  expensive.  At  $15  to 
$25  per  half-hour,  a  nine-to-fiver  who 
commits  to  once-a-weekday  walking  will 
pay  between  $3,900  and  $6,500  a  year. 
Added  to  that,  people  (myself,  perhaps, 
included)  are  finicky  about  their  dogs  in 
a  way  they  aren’t  about  taxis  or  grocer- 
3.  It’s  an  industry  that  has  to  surmount 


more  obstacles  than  a  pup 
angling  for  table  scraps. 

In  the  past  few  months.  I’ve  tried 
four  apps  with  Woodrow.  Two,  Wag 
and  Swifto,  were  walk-only.  DogVacay 
and  Rover  support  dog  walking  but 
are  focused  on  the  more  lucrative 
business  of  dog-sitting.  For  the  sitter, 
“the  value  proposition  is:  Sign  up  for 
free,  make  money  watching  puppies,” 
says  DogVacay  co-founder  Aaron 
Hirschhorn.  “Honestly,  it’s  a  little 
easier  to  find  sitters  and  walkers  than 
it  is  to  find  customers.” 

To  combat  the  problem  that  not 
all  people  are  comfortable  letting  a 
random  dog  lover  hang  with  their 
puppy,  DogVacay,  Rover,  and  Wag- 
platforms  that  process  a  transaction 
and  take  a  commission-have  screen¬ 
ing  systems  for  sitters,  including  mul¬ 
tiple  applications,  background  checks, 
and  required  training  videos;  DogVacay 
and  Rover  claim  to  accept  fewer  than 
one  in  five  applicants.  Since  Swifto 
hires  its  walkers,  there’s  an  even  more 
robust  screening  process.  On  all  the 
apps,  walkers  who  get  bad  ratings  are 
kicked  off,  and  the  best  get  a  boost  in 
search  results. 

These  companies  are  trying  to  win 
over  as  many  dog  owners  as  they  can. 
Two-thirds  of  Rover  clients  had  never 


•  Lincoln,  a 
3J4-year-old 
golden  retriever 


hired  a  professional  walker  before, 
says  Aaron  Easterly,  chief  executive 
officer.  Most  walks,  he  says,  are  led 
by  a  member  of  the  owner’s  family 
or  a  friend,  what  he  calls  the  shadow 
market.  Dog  walking  could  be  a 
$4  billion  market  in  10  or  20  years,^ 
he  says,  “if  you  can  solve 
trust  barrier  and  make  this 
normal  thing.” 

Venky  Ganesan,  a  managing  i 
director  at  Menlo  Ventures, 
which  backs  Rover,  heard , 
that  thesis  five  years  ago 
when  his  firm  invested , 
in  Uber.  “It  was  a  little , 
bit  like  deja  vu  when  I  i 
met  Aaron,”  he  says. 

Collectively,  the  four 
dog-walking  com-, 
panies  have  raised , 

$143.5  million  in 
venture  capital.  © 


How  the 
t  apps  we  tried 
stack  up 


Wag 


serves:  Austin;  Boston; 

•Shicago;  Denver;  Los  Angeles; 
lew  York;  Orange  County, 

Calif.;  Portland,  Ore.;  San  Diego; 
san  Francisco;  Seattle;  and 
Washington,  D.C. 

Cost:  Varies  by  city;  generally, 
320  to  $25  for  30  minutes 
stey  features:  Location-based 
search  to  find  walkers,  an 
SSAP  booking  option,  and 
(  free  lockbox  to  smooth 
sey  handoffs 

Verdict:  This  is  the  service 
most  closely  approximating 
riJber.  The  main  interface  is 
ii  map  with  bubbles  showing 
available  walkers  nearby. 
Clicking  on  them  brings 
IP  reviews  and  short  video 
Introductions,  which  can 
:»e  reassuring. 


Not  Woodrow  — s 


DogVacay 


Serves:  New  York 
Cost:  $25  for  30  minutes 
Key  features:  Experienced  walkers, 
GPS  tracking,  and  poop  updates 
Verdict:  The  postwalk  report  card 
includes  a  map  of  the  walker’s  route 
and  a  note  about  how  things  went, 
which  is  handy  if  you  aren’t  obsessed 
enough  to  follow  along  in  real  time. 


Serves:  Nationwide 
Cost:  Set  by  the  walker.  In 
New  York,  it’s  $15  to  $20 
for  30  minutes. 

Key  features:  Walkers  text 
snapshots  of  your  pooch 
and  even  send  short  videos 
upon  request. 

Verdict:  The  platform  is  geared 
for  dog-sitting;  scheduling  a 
walker  took  a  few  extra  steps. 


' 


Serves:  Nationwide 
Cost:  Set  by  the  walker.  In 
New  York,  it  was  about  $20 
for  30  minutes. 

Key  features:  The  company  has 
raised  $47  million  to  date  from 
venture  capitalists,  which  helps 
pay  for  24/7  customer  service  with 
real  people. 

Verdict:  Users  can  filter  walkers 
by  price,  rating,  and  location,  and 
Rover’s  algorithms  “bubble  up’’ 
the  best-reviewed.  Woodrow’s 
favorite— and  new  steady  pal— 
came  from  Rover. 


Throw  ’Em  a  Bone 

Whether  or  not  you  spring  for 
a  walker,  your  dog  will  have 
some  downtime.  These  new 
toys  should  help  entertain 
him  until  you  get  home. 

- Katie  /Wore// 

Furbo 

Guilt  pangs  about  not  being 
with  Fido  during  work  hours? 
Furbo— a  combination  camera, 
microphone,  and  treat 
dispenser— lets  you  talk  to 
your  dog  while  you’re  away, 
watch  him  walk  around  your 
apartment,  and  toss  a  treat  with 
a  swipe  of  your  finger. 

$224  (iOS  and  Android 
app  free  with  purchase); 
shopus.furbo.com 

GoBone 

Out  in  mid-December,  the 
plastic  GoBone  rolls  around 
with  the  touch  of  an  app. 

You  can  switch  the  setting  to 
auto,  so  it  will  keep  moving 
while  you’re  at  work.  Treats 
embedded  in  the  wheels  on 
either  side  of  the  bone  reward 
your  dog  for  her  attention. 

$169  preorder  or  $229  at  its 
debut  (iOS  and  Android  app  free 
with  purchase);  mygobone.com 


Pepper,  a  pit  bull 
mix,  is  about 


old 


years 


BY  NEJC  PRAH 


Etc 


Workplace 


THE  CORPORATE 


The  home  office  might  go  the  way  of  the  fax  machine 
By  Patrick  Clark 


Zac  Atkinson  keeps  a  desk  in  the 
corner  of  the  living  room  of  his 
one-bedroom  apartment  in  Studio 
City,  Calif.  Not  that  he  uses  it 
much:  The  work-from-home  tele¬ 
vision  writer  migrates  from  couch 
to  kitchen  table  and  back  again 
as  he  churns  out  scenes  for  ani¬ 
mated  children’s  programs.  “The  folks 
from  the  generation  before  me  tend  to 
have  more  of  an  office,”  says  Atkinson, 
32.  “Most  people  I  know  end  up  sitting 
on  the  sofa,  and  half  the  time  the  TV  is 
on  when  they’re  working.” 

Not  long  ago,  someone  telecommuting 
might  have  needed  a  desktop  computer, 
a  printer,  a  landline,  and  a  fax  machine 
(plus  filing  cabinets  to  store  pay  stubs, 
bank  statements,  and  bills).  Today  more 
people  than  ever  work  from  home,  but 
laptops  and  Wi-Fi  function  just  as  well 
couchside-or,  hey,  by  the  pool-as 


deskside,  and  chances  are  you’re  neither 
sending  nor  receiving  a  ton  of  faxes.  This 
helps  explain  why  “the  bigger,  more 
ornate  home  offices  that  we  once  did 
have  kind  of  gone  away,” 
says  Tim  Shigley,  a  home 
remodeler  in  Wichita. 

“People  started  saying,  ‘Do 
I  need  a  home  office?  I  have 
other  things  I  want  to  buy.’  ” 

The  home  office  has 
lost  enough  cachet  that, 
as  of  the  end  of  August, 
the  share  of  listings  on 
real  estate  site  Zillow  that  make  special 
mention  of  one  decreased  by  20  percent 
from  the  previous  year  across  the  U.S., 
according  to  data  compiled  for  Bloomberg 
Businessweek.  Those  rooms  might  still 
exist,  but  the  numbers  at  least  signal  that 
real  estate  agents  see  them  as  less  of  a 
selling  point  than  they  once  did. 


This  shift  leaves  the  homebuilding 
industry  .contending  with  diverging 
trends.  Sixty  percent  of  employers  let 
workers  telecommute,  up  threefold  from 
1996,  according  to  2016’s  annual  survey 
by  the  Society  for  Human  Resource 
Management.  But  roaming  the  way 
Atkinson  does  has  its  appeal:  If  you’re 
expected  to  answer  an  e-mail  at  any 
hour,  why  not  burn  the  midnight  oil  in 
bed,  Netflix  on  pause? 

So  builders  are  compromising. 
Current  home  design  tends  toward 
open-floor  plans,  with  an  emphasis  on 
flexible  spaces  and  workspace  nooks, 
says  architect  Paul  Adamson,  who  oper¬ 
ates  out  of  the  San  Francisco  Bay  Area. 
Modern  homes  are  also  built  with  more 
wall  outlets  to  allow  for  nomadic  charg¬ 
ing,  and  some  even  come  with  built- 
in  USB  ports,  says  Jeremy  Wacksman, 
Zillow’s  chief  marketing  officer. 

This  style  is  especially  appealing  to 
younger  buyers,  who  are  already  accus¬ 
tomed  to  living  off  Starbucks  Wi-Fi.  A 
2016  survey  by  John  Burns  Real  Estate 
Consulting  shows  that  while  half  of  pro¬ 
spective  buyers  still  say  a  home  office  is 
important  or  very  important,  younger 
ones  care  less  about  a  dedicated  work¬ 
space.  In  Southern  California,  for 
example,  only  a  quarter  of  buyers 
born  in  the  1990s  want  a  formal  home 
office,  says  Pete  Reeb,  a  principal  at 
John  Burns. 

There’s  still  one  good  reason  to 
keep  that  wooden  behemoth  with  the 
family  photos:  the  tax  benefits.  Owners- 
and  even  renters-can  write  off  insur¬ 
ance,  utilities,  and  other  home  office 
expenses.  In  2011  independent  con¬ 
tractors  and  sole  proprietors  claimed 
about  $11  billion  in  these  deductions, 
including  depreciation, 
according  to  a  March  2015 
blog  post  by  Robert  Dietz, 
chief  economist  at  the 
National  Association  of 
Home  Builders.  (Salaried 
employees  are  less  likely  to 
take  the  deduction,  even  if 
they  telecommute.) 
Suburban  homeowners 
with  preexisting  home  offices,  mean¬ 
while,  are  adapting  their  spaces  to 
further  merge  work  and  home  lives.  “It 
seems  like  people  I  know  are  bringing 
in  a  big-screen  TV  and  a  comfy  chair,” 
Reeb  says.  “While  the  kids  are  playing 
video  games  in  the  living  room.  Dad  is 
watching  football  in  his  office.”  © 
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AND  NOMADIC 
CHARGING 


What  I  Wear*  to  Work  Etc. 


■JlUte*'. 


'/hat  does  the  alliance  do? 

fe’re  a  nonprofit  organization 
lat  does  programming  around  the 
ontemporary  arts.  We  have  two  fairs 
(year:  one  in  Miami  in  December  and 
nother  in  March  in  New  York. 


w 


What’s  a  typical  day  like? 

I  can  be  doing  anything 
from  meeting  with  a  board 
of  directors  to  heading  to  an 
opening  after  work  to  just 
being  at  my  desk.  I  also  have 
a  4l/2-year-old  son,  so  in  the 
mornings  I  get  up,  get  him 
ready,  and  get  out  the  door. 


Tell  me  about 
your  pants. 

They’re  the  house 
brand  of  this  store 
that’s  near  my 
acupuncturist.  I’ll 
pop  in  there  before 
appointments  to 
see  what  they  have. 


How  would  you 
describe  your  style? 

I  dress  in  a  way  that’s 
interesting  enough 
for  meeting  with 
contemporary  art 
people  while  still 
being  practical. 


NU  NEW  YORK 


NUNEWYORK 


That’s  a  great  cardigan 
Is  it  the  same  brand? 

Oh,  gosh,  it  is!  I  love  the 
length  on  it,  because 
something  slightly  longer 


I  hke  that  the  red 
of  your  shirt  breaks 
up  the  black. 

Red  is  not  a  color  I  wear 
often,  but  when  I  do 
wear  it,  it  works  for  me. 


makes 

clothes  more 
elegant  and 
dressed  up. 


Your  shoes  aren’t  from 
the  same  company, 
though. 

No.  I  like  that  they  don’t 
look  like  a  sneaker  even 
though  they  have  the 
comfort  of  a  sneaker.  They 
come  in  white,  brown, 
and  blue,  and  I  had  a  hard 
time  deciding  what  to  pick, 
because  I  wanted  them  all. 


NUNEWYORK 


■H  So  why  blue? 

I  can  wear  them  with  black  or  with  colored 
j  clothing,  and  they  work.  I  was  tempted 
to  get  the  white  ones,  too,  but  then  I  thought 
they’d  make  me  look  like  a  nurse. 


■  ' 


45,  executive  director, 

New  Art  Dealers  Alliance,  New  York 


MIYET 


Interview  by  Jason  Chen 


Etc. 


t  Here? 


DESMOND-HELLMANN 


Chief  executive  officer.  Bill  &  Melinda  Gates  Foundation 


“I  had  a 
sister  a  year 
older  and  a 
sister  a  year 
younger, 
so  we  just 
had  a  great 
time.” 


With  her  six 
siblings,  1976 


“My  husband  and  I  went  together.  He’s  an 
infectious  disease  doctor.  I  was  studying 
AIDS  and  Kaposi  sarcoma,  and  I  took  care 
of  the  patients  in  the  adult  cancer  ward.” 


In  Kampala, 
1989 


“When  I  left  my  patients 
[at  Lexington],  I  felt  so  awful. 

I  committed  to  them  that  I  would 
do  whatever  I  could.  I  got  to 
work  on  the  approval  of  Taxol 
for  breast  cancer.” 


v 


With  a  Genentech 
employee  and  her  i 
daughter,  2008 


“I  worked  on  drugs 
that  are  now  important 
cancer  drugs:  Rituxan, 
Herceptin,  Avastin, 
Tarceva.” 


“There’s  shared  governance  with  the 
faculty,  so  there’s  a  lot  of  consultation. 
Coming  from  a  more  classical 
company  hierarchy  increased  the 
challenges  of  being  a  chancellor.” 


Education 


Bishop  Manogue 
Catholic  High  School, 
Reno,  Nev.,  class  of  1975 


University  of  Nevada 
at  Reno,  class  of  1978 


University  of  Nevada  at 
Reno  School  of  Medicine, 
class  of  1982 


University  of  California  at 
Berkeley  School  of  Public 
Health,  class  of  1989 


Work 

Experience 


1989-91 

\  Visiting  faculty  member, 
Uganda  Cancer  Institute 


1982-89 

Chief  resident  of  internal 
medicine,  assistant 
clinical  professor  of  / 
AIDS  and  oncology, 
University  of  California 
at  San  Francisco 


1991-93 

Private  practice 
oncologist,  Lexington 
Oncology  Associates, 
Kentucky 


1993-94 

Associate  director 
of  clinical  oncology, 
Bristol-Myers  Squibb 


1995-2009 

Chief  medical  officer, 
president,  Genentech 


2009-14 

Chancellor,  UCSF 


2014- 
Present 

CEO,  Bill  &  Melinda  Gates 
Foundation 


Life  Lessons 


* 


“I  wanted  to  be  an  orthopedic 
surgeon,  but  it  involved 
a  lot  of  coordination,  and  I  do 
not  have  magic  hands.” 


Berkeley 


■ -StihoflM! 


I&ipji'HlKitttaMl' 


:<We  were  all  consumed  with  HIV/AIDS. 
I  discovered  six  months  after 
I  left  that  all  my  patients  had  died.  It 
had  a  profound  impact  on  me, 
that  sense  of  needing  to  do  better.” 


f|| 


Receiving  an  award 
from  Cal’s  alumni 
association,  2012 


“What  I  love  about  the  foundation  is 
its  doggedness  to  innovate  so  that  things 
get  better.  It’s  about  a  $40  billion 
endowment,  with  1,400  employees.  In 
2015,  $4  billion  was  given  away.” 


Giving  a  TED  Talk  in  Vancouver,  2016 


1.  “Humility  is  underrated.”  2.  “Always  be  in  leaming-and-listening  mode.”  3.  “You  shouldn’t  be  a  manager  if  it  doesn’t  make  you  excited  when  someotte'r 
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RmgCentral 


I  enable  knowledge  exchange. 
I  connect  minds  worldwide. 
Our  communications 
solution  is  breakthrough. 


Supporting  the  communication  needs  of  a  globally  oriented 
education  enterprise  requires  great  minds  working  together. 
It's  no  wonder  then  that  Teachers  College,  Columbia 
University  trusts  RingCentral  to  connect  students,  faculty, 
and  administrators  to  ensure  seamless  communication 
and  collaboration  among  departments  and  across  multiple 
campuses.  By  developing  a  scalable,  cloud-based 
communications  platform,  we  enable  organizations  to 
operate  without  costly  on-premise  hardware.  Knowledge 
is  power,  and  organizations  that  share  insights  quickly 
and  easily  stay  ahead  of  the  learning  curve. 


NAVEED  HUSAIN,  Chief  Information  Officer 


BARBARA  BARNES 

U.S.  AIR  FORCE  VETERAN 


Twelve  percent  of  the  adult  homeless  population  are  veterans. 

The  New  England  Center  and  Home  for  Veterans  works  to  combat  this 
epidemic  by  providing  housing  and  support  services. 

They  wanted  to  expand  their  facilities  to  aid  more  veterans.  Citi's  expertise 
in  working  with  government  and  community  organizations  put  the  bank  in  a 
unique  position  to  help  arrange  and  provide  the  needed  financing.  Once  the 
renovations  are  completed,  the  Center  will  better  serve  the  needs  of  female 
veterans  and  help  more  people  to  find  jobs  and  homes  of  their  own. 

For  over  200  years,  Citi's  job  has  been  to  believe  in  people  and  help  make 
their  ideas  a  reality. 


citi.com/citisalutes 


The  World's  Citi 


©  2016  Citibank,  N.A.  Meml 
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